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Remington Electric Bookkeeping 
Machine Protects Your Business 





Saves Time 


Time saving in your bookkeeping depart- 
ment is highly important for it means labor 
and cost saving. ~The Remington book- 
keeping machine insures this saving by its 
speed, by its simplicity and ease of oper- 
ation, by its efficiency in performing in one 
writing several necessary operations 
usually performed separately, by its com- 
plete adaptability to every bookkeeping 
requirement. 
Insures Accuracy 
Cutting out errors is even more vital. The 
accuracy checks on the Remington book- 
keeping machine eliminate errors and the 
time and money loss that errors cause. 
Protects Your Business 

It provides you with certainty in place of 
surmising. It furnishes the figures from 
which you can obtain a daily business 
report. If there is a weak spot any where 
which is reducing your profits this report 
will show. It is the business man’s com- 
pass which gives him the facts he needs 
and must have in order to shape his busi- 


ness policies. 


The Remington Typewriter Co. 
OF CANADA, LID. 
68 KING STREET WEST 
TORONTO, CAN. 








Canada’s Specialists in 
Time and Labor - Saving 
Office 


Appliances and Systems 





Addressing Systems 
Time Clocks 

Letter Openers 
Envelope Sealers 
Stamp Afhxers 
Cheque Writers 

Coin Counters 

Coin Changers 
Visualized Card Systems 
Desk Systems 
Telephone Accessories 
Stitching Machines 
Folding Machines 
Typewriter Specialties 
Mailing Equipment 
tC. , i€lc. 





Che 
LINE-A-TIME 


Saves time—eliminates errors—protects health and wel- 
fare of Stenographer. (Over 200,000 in use) 


Send for interesting folder 
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ROLPH - CLARK - STONE 


LITHOGRAPHERS LIMITED 


HALIFAX WINNIPEG 
MONTREAL [TORONTO — vanNCOUVER 


Letterheadings, Envelopes, Cheques, Bank Forms of every 
description, Insurance Policies and every form 
of Commercial Work. 


Fine Color Labels and Wrappers, Maps, Plans. 


ADVERTISING SPECIALTIES 


Cutouts, Window Displays, Store Cards, 
Calendars, Posters, Etc. 


THE FLATSTUB CHEQUE BOOK 


A new and convenient Form of Cheque 
Book, samples sent on application. 








Western Canada Business 
ANNOUNCEMENT 


STANDS FOR THE LATEST AND BEST IN 
OFFICE EQUIPMENT 





Roneo Addressing Machine 


For Addressing Envelopes and. Statements 


Roneo Duplicating Machine 
For Circulars, Ruled Forms, Drawing, Etc. 


O facilitate the handling of 


Roneotype 
The Offi rintin : : . Me 
silence our steadily increasing busi- 
Roneodex ; 
Visible Card Index ness in the Western Canadian 


Roneo Numeralpha Filing System 


1,000 Installations first year in Canada 


Provinces, we have established 
an office in the Standard Bank 
Building, Winnipeg, Man. 


Roneo Steel Filing Cabinets 


and Office Furniture 


All British Made 


Ask for a demonstration 


0(Q9 
FONES C MFA NY The Canadian Appraisal Co., Ltd. 


50 King Street East, TORONTO, ONT. 
Telephones: Elgin 2020, 2023, 2773 


Toronto Montreal Winnipeg New York London, Eng. 
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and Works Accountants. 


THE COST ACCOUNTANT 


The Official Journal of The Institute of Cost 
(Limited by Guarantee). 


Contains news of the Institute and articles on 
Cost Accounting by leading English Authorities. 





Published monthly by 


The Institute of Cost and Works Accountants 
(Limited by Guarantee) 


6 Duke Street, St. James’, London, S.W. 1, England 








Subscription rates may be obtained from the Editor ‘‘Cost and Management’’ 
on application. 


























OR 21 successive years the 
Underwood has won the world’s 
championship for speed. 


It is 22% faster than the next best. 


You pay for typewriting—not type- 
writers. The Underwood saves, 
every year, in typist’s salary, more 
than it costs. 


Underwood 
United Typewriter Co. 


Limited 


135 Victoria St., Toronto 


and in all other Canadian Cities 


NEW DEGREE 

















Accountancy 


At the last session of the Ontario Legislature there 
was incorporated 


THE ASSOCIATION OF ACCOUNTANTS 
AND AUDITORS IN ONTARIO 





with power to grant the degree L.A. (Licentiate in 
Accountancy). 


Those who would sit for the examinations leading to 
this degree are required to meet but three simple re- 
quirements: 1. Resident in Canada, 2. Twenty-one 
years of age, 3. Of good moral character. 

Which means that the way is now open for any 
ambitions accountant to secure a degree, the equal 
in status of any degree now granted in Canada. 


SYLLABUS NOW READY 





We have prepared a detailed syllabus of studies 
meeting the examination requirements of the new 
Association. Also booklet. 


FACTS vs, OPINIONS 


giving names and experiences of 340 men we have 
prepared for previously existing degrees in Canada. 


We are a Canadian School. We have met every other 
Canadian examination. We intend to meet this. 





Address enquiry for these booklets to 


SHAW SCHOOLS LIMITED 


46 Bloor West, Toronto, Canada 
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The Canadian Society of Cost Accountants 
The Hamilton Chapter 


Chairman 


W. G. Donaldson, 69 Balsam Avenue South, Hamilton. 


Secretary-Treasurer 


G. E. F. Smith, C.A., Richardson, Smith, Ferrie & 


Co., Hamilton. 


EXECUTIVE: 


N. H. Broadhead, Accountant, Meakins & Sons, Ltd. 
A. E. Keen, C.A., Thorne, Mulholland, Howson & 


McPherson, Hamilton. 


R. E. Love, Office Manager, The Hoover Company, 


Limited. 


S. G. Richardson, C.A., Richardson, Smith, Ferrie 


& Co. 


H. R. Talman, Cost Accountant, Canadian Canners, 


Limited. 


C. S. Watson, Riddell, Stead, Graham & Hutchison. 





CHAIRMAN, W. G. DONALDSON 


1926 Programme, Season 1926-1927 


Oct. 14—Cost Accounting from the Banker’s Point 


of View. 
Nov. 4—The Place of Cost Accounting in Industry. 


Nov. 25—Modern Cost Accounting. 


Dec. 16—Wage Incentives. 
1927 


Jan. 6—Business Cycles and Industrial Fore- 
casting. 


Jan. 27—Cost Accounting in its Relationship to 
Municipal Administration. 


Feb. 17—Depreciation in the Income War Tax Act. 


Mar. 10—Selling and Administration Costs and their 
Distribution. 


Mar. 31—Some Practical Advantages of Co-operation 
in Industry. 


Apr. 21—Balance Sheet, Operating and Profit and 
Loss Statements. 


All Meetings will be held in the Chamber of Commerce Rooms, Corner Hughson and Main Streets, at 8 p.m. 


J. P. Bell, Manager-in-Chief, 


Canadian Bank of Commerce, Hamilton. 


A. B. Green, 


Dominion Envelope and Cartons, Limited, Toronto. 


John Craig, President, 
Canadian Society of Cost Accountants, Toronto. 


A. E. Keen, C.A., 
Thorne, Mulholland, Howson & McPherson, C.A., Hamilton. 


R. L. Wright, M.A., Vice-President, 
The Wahl Company, Limited, Toronto. 


A. P. Kappele, 
Purchasing Agent for the City of Hamilton. 


C. S. Walters, Inspector of Taxation, 
Hamilton. 


James Turner, C.A., 
The T. Eaton Company, Ltd., Toronto. 


H. T. Jamieson, F.C.A., 
Riddell, Stead, Graham & Hutchison, C.A., Toronto. 


S. E. Le Broeq, 
The Steel Company of Canada, Ltd., Hamilton. 
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The Canadian Society of Cost Accountants 
The. Montreal Chapter 





Chairman 

Lorenzo Belanger, L.A., C.G.A., 133 ‘Crescent St. 

Vice-Chairman 

Col. R. R. Thompson, C.A., McGill University. 
Treasurer 

C. E. Whitten, Canadian Paperboard Co., Limited. 
Secretary 

Frank Fernie, A. R. Whittall Can Company, Limited. 


EXECUTIVE 

H. D. Clapperton, C.A., 80 St. Francois Xavier St. 
D. M. Farish, C.A., Northern Electric Co., Limited. 
.. R. Johnson, Henry Birks & Sons, Limited. 

G. C. Leroux, Income Tax Department. 

. A. Peto, Canadian Car & Foundry Co., Limited. 
F, C. McElroy, Consolidated Lithographing & Mfg. 

Co., Ltd. 


— 


— 


1926 
Oct. 1—Budgets. 


Oct. 29—Modern Cost Methods. 
Nov. 12—Costs in Graphic Arts. 
Direct Labor Application. 
Nov. 26—Income Tax—Administrative Rulings. 


The Operation of a Modern Cost System 
(Part 1). 
Dec. 10—Internal Audit of a Public Utility Company. 


The Operation of a Modern Cost System 
1927 (Part 2). 
Jan. 28—Trust Problems. 


The Operation of a Modern Cost System 
(Part 3). 
Feb. 11—Accounting Principles for Cost Account- 
ants. 
Handling Stores. 
Feb. 25—Plant Depreciation. 
Mar. 11—Subject te be Announced. 
Maintenance Costs. 


Mar. 25—Use of Costs for Better Management 


Practice. 
Apr. —Annual Dinner. 
(Date, Place and Speakers to be an- 
nounced). 











LORENZO BELANGER 


Programme, Season 1926-1927 


C. Oliver Wellington, C.P.A., 

Boston, Mass. 

J. Craig, President, 

Canadian Society of Cost Accountants. 

E. S. Richardson, 

Graphic Arts Section, Canadian Manufacturers’ Association. 
F. Fernie, 

A. R. Whittall Can Company Limited. 

G. C. Leroux, 

Assistant Inspector of Taxation. 

L. Rhodes, 

Consolidated Lithographing & Manufacturing Co. Limited. 
M. T. Bancroft, 

Shawinigan Water & Power Co. 

L. Rhodes, 

Consolidated Lithographing & Manufacturing Co. Limited. 
R. A. Nixon, 

Morgan Trust Company. 

L. Rhodes, 

Consolidated Lithographing & Manufacturing Co. Limited. 
Professor R. R. Thompson, C.A., 

McGill University. 

T. O'Keefe, 

Canada Cement Company Limited. 

H. G. Pendock, 

Howard Smith Paper Mills Limited. 

O. Lefebvre, 

Quebec Streams Commission. 

J. S. Cameron, 

Northern Electric Co. Limited. 

W. J. Barrett, 


Metropolitan Life Insurance Co., New York, N.Y. 


Meetings in Arts Buildings, McGill University 


October, 1926 
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The Canadian Society of Cost Accountants 
The Toronto Chapter 


Chairman 
1. S. Jardine, United Drug Company, 68 Broadview Ave., Toronto 8. 


Vice-Chairman 
James Turner, The T. Eaton Co. Ltd. 
Treasurer 
G. H. Houston, Rolph-Clark-Stone, Ltd., 201 Carlaw Ave., Toronto 8. 
Secretary 
kh. A. Burdett, Robert Simpson Co., Ltd., 108 Mutual St., Toronto 2. 


EARCUTIVE: 


C. H. Black, Dunlop Tire & Rubber Co., Ltd. 
J. E. Carruthers, Durant Motors of Canada, Ltd. 
H. E. Guilfoyle, Clarkson, Gordon & Dilworth. 





John Craig, John Craig & Company. 





Mr. T. S. JARDINE 


A. E. Nash, Clarkson, Gordon & Dilworth. 


1926 Programme, Season 1926-1927 


Oct. 183—Principles Underlying City Estimates and 
Budgets. 


Oct. 27—Specific Subjects to be announced later. 


Nov. 10—Determining Materials Required; Buying 
and Assembling. 


Nov. 24—Plant Engineering and Handling Labor. 


Dec. 15—Preparation and Administration of Budget. 


1927 
Jan. 12—The Pulse of Business. 


Jan. 26—Selling and Marketing. 


Feb. 9—The Operation of a Standard Cost System. 


~- 


Feb. 283—Costing Life Insurance. 
Mar. 9—Factory Overheads and their Distribution. 


Selling and Administrative Costs and their 
Distribution. 


Mar. 23—Interim Monthly Statements and Annual 
Balance Sheets. 


Meetings will be held in the Board of Trade Rooms, Royal Bank Building, at 8 p.m. 


George H. Ross, 


Commissioner of Finance and City Treasurer. 
Members of the Society. 
R. M. Sedgewick, 


The Standard Chemical Company. 


H. F. Wilson, Production Engineer, 
Wilson & Fessenden, Kitchener. 


H. A. Brown, 


General Motors of Canada, Limited, Oshawa. 


Geo. Wilson, 


President, Board of Trade, and General Manager of White 
Pine Bureau. 


J. Allan Ross, 
President, Wm. Wrigley Jr. Co., Ltd. 


J. E. Carruthers, 


Durant Motors of Canada, Ltd., Leaside. 


J. H. Lithgow, 


Actuary, Manufacturers Life Insurance Co. 


C. H. Black, 
Dunlop Tire & Rubber Coods Co., Ltd. 


James Turner, C.A., 
T. Eaton Company, Limited. 


R. J. Dilworth, F.C.A., 
Clarkson, Gordon & Dilworth. 
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The Canadian Society of Cost Accountants 


INCORPORATED 1920 


PRESIDENT 






JOHN CRAIG, L.A. 
John Craig & Company, Consulting Cost 





L. BELANGER, L.A., C.G.A. 
Accountant, Montreal. 





SECRETARY 
R. S. SMITH 


Secretary, Baldwins Canadian Steel Corpn., 
Toronto. 


N. M. BASSIN, B.Se. & A. M. C. I. E. 
Cost Accountant, Toronto. 


WM. CARSWELL, C.A. 
Comptroller, Northern Electric Co. Ltd., 
Montreal 


D. M. FARISH, C.A. 
Cost Accountant, Northern Electric Co. Ltd., 
Montreal. 


JAMES HUTCHISON, F.C.A. 


Riddell, Stead, Graham & Hutchison, 
Montreal. 


S. B. PECKHAM, C. A. 
P. S. Ross & Sons, 
Montreal. 


Accountants, Toronto 


VICE-PRESIDENTS 






DIRECTORS 





JAMES TURNER, C.A. 
The T. Eaton Co., Ltd., Toronto. 


TREASURER 
G. H. HOUSTON 


Treasurer, Rolph, Clark & Stone, Ltd., 
Toronto. 


J. E. CARRUTHERS, 


Export Manager, Durant Motors of Can., 
Ltd., Toronto, 


W. G. DONALDSON 
Hamilton. 





H. S. GUILFOYLE, C.A. 
Clarkson, Gordon & Dilworth, 
Toronto. 





T. S. JARDINE 


Production Manager, The United Drug Co., 
Ltd., Toronto. 





CoL, R. R. THOMPSON, M.A., A.C.A., C.A. 
Professor of Accounting, McGill University, 


Montreal. 





DIRECTORS IN CHARGE OF ACTIVITIES 


By-laws and Constitution. ...... 
Chapters and Lectures ...... 


Education Seer. 5 
tesearch and Standardization . 
Membership 

Publicity 


.... JAMES TURNER 
.. HH. 8. GUILFOYLE 
...T. §. JARDINE 

J. E. CARRUTHERS 
_..G. H. HOUSTON 


R. S. SMITH 
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Chapter Notes 





HAMILTON CHAPTER NOTES 





HE first meeting of the winter season of the 

Hamilton Chapter of the Canadian Society of 
Cost Accountants, got away to a flying start with 
a record attendance of seventy-three. 

Mr. John Craig, President of the Society, and 
Mr. R. L. Wright, Past President, were the speakers. 

After complimenting the Hamilton Chapter on 
the splendid progress made during the past year 
and their attractive programme for this session, Mr. 
Craig spoke of the various activities undertaken by 
the Board of the Society. He mentioned the con- 
vention recently held at Hart House, the results of 
which, he said, were very gratifying to the members 
of the Board in every way. This is to be a perman- 
ent feature of the Society’s work. He suggested that 
Montreal would probably claim to be the scene of 
the convention next year, but expressed himself in 
favor of its coming to Hamilton in 1928. 

Mr. Wright also complimented the local chapter 
on their excellent programme. ‘What of the 
future?” he asked. “As we look to the days ahead, 
what can we see of the position of the Cost Account- 
ant as a vital factor in the development of industry ? 
It is a science and should play a prominent part in 
the progress of commerce and industry.” 

Mr. Skelton, of the Bank of Montreal, was very 
much in sympathy with the Cost Accountants’ So- 
ciety. He said that he believed Canada was on the 
eve of a business revival and that great advance- 
ments can be looked for. 

On Thursday, October 14th, Mr. J. P. Bell, Man- 
ager-in-Chief Canadian Bank of Commerce, ad- 
dressed the first regular meeting of the Hamilton 
Chapter on “Cost Accounting from The Banker’s 
point of view.” 

On November 4th, Mr. A. B. Green, Director of 
Production, Dominion Envelope & Cartons, Limited, 
Toronto, will speak on “The Place of the Cost Ac- 
countant in Industry,” a very vital subject to Exe- 
cutives as well as Cost Accountants. 





MONTREAL CHAPTER NOTES 





HE opening meeting of the session of 1926-1927 

took the form of a dinner at the Queen’s Hotel 
on Friday, October 1st, at which seventy-seven mem- 
bers and guests were present. 

Mr. Lorenzo Belanger, vice-president, of the So- 
ciety and chairman this year of the Montreal Chap- 
ter, presided. 

Among the guests was Mr. C. Oliver Wellington, 
C.P.A., of Scovell, Wellington & Co., Boston, Mass., 
the speaker of the evening. Mr. J. C. Stevens, of the 
Bank of Montreal, and Mr. J. Thevierge, of the 





Banque Canadienne Nationale, testified by their pres- 
ence the interest which the banking fraternity is 
taking in Cost Accounting. 

The expression of the opinion of these authorities 
on the vexed question of including interest as an 
item of Cost may be looked for in the future. 

Mr. Wellington discoursed on “Budgets,” and 
claimed that Budgeting has a decided moral effect 
on Costs, and, if well co-ordinated, presents almost 
the equivalent of an outside viewpoint, thus placing 
a key in the hands of the Executive, which will give 
them an effective control on the pulse of the business 
and incidentally allow more time for golf. 

The Chairman explained to the meeting the rea- 
sons for the “Unaffiliation’ (We rather like this 
work, Ed.), of our Society with the N.A.C.A. and de- 
clared this to be the beginning of a great forward 
movement. 

Mr. G. C. LeRoux has been appointed Chairman 
of the Montreal Membership Committee, and an en- 
ergetic campaign is promised, and the Chairman’s in- 
timation that the Board had decided to provide liter- 
ature for the members in the form of the Society’s 
own magazine was greeted with applause. 

Through the good offices of Professor R. R. 
Thompson arrangements have been made to hold 
the future meetings of the Chapter in the Arts Build- 
ing of McGill University. 





TORONTO CHAPTER NOTES 





HE Toronto Chapter held its first meeting on 
Wednesday, October 13th, the Chapter Chair- 
man, Mr. T. S. Jardine, presiding. 

Mr. George H. Ross, Finance Commissioner of 
the City of Toronto, was the speaker of the evening 
and in his address referred to the large scale on 
which the business of the City was conducted and 
to important changes in financial methods. The 
policy in force for some years past in regard to debt 
redemption, has been to issue serial bonds, carrying 
principle and interest, some of which mature each 
year, so that the debt is automatically reduced. 

John Craig, President of the Society, outlined the 
reasons for the severance of the hitherto close rela- 
tionship between the Canadian Society and the Na- 
tional Association of Cost Accountants of the United 
States. ? 

The next meeting of the Toronto Chapter will be 
held on Wednesday, 27th October, at 8 p.m. in the 
Board of Trade Rooms, Royal Bank Building. 

Three papers will be presented for discussion. 

“Selling Costs to Executives,” by Frank Tucker. 
“Plant Construction and Records,” by I. E. Pile. 
“Plant Maintenance,” by T. S. Jartine. 
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E take this opportunity of thanking those many 

friends who have been good enough to express 
their appreciation of the September number of Cost 
and Management. 

Owing to the short time available after the 
Convention and the desire to include in our first 
issue the report of the first day’s proceedings, we 
were somewhat hurried, and this will explain various 
typographical errors which occurred in our first 
number. 

Of course, it was entirely the fault of the printer, 
or rather the “printer’s devil’. 


CORRESPONDENCE 
E shall be glad to hear from readers who have 
anything interesting to communicate either by 
way of news items, ideas on interesting features of 
Cost Accounting, principles or procedure, or sug- 
gestions for the improvement of this magazine. 


IN GENERAL 


HE Editor would call attention to two new fea- 

tures which appear in this number as promised 

in our last, namely, our Service Column where Posi- 

tions Available and Cost Accountants can be brought 
together, and Book Reviews. 








Mr. NOEL M. 
BASSIN, a Director 
of the Society, pre- 
viously attached to 
the Toronto Chap- 
ter, and more re- 
cently to the Ham- 
ilton Chapter, is at 
present in Rio de 





Janeiro on_ busi- 
ness. He expects 
to make a _ stay 
there of several 
months and we 
hope to receive 
some notes on Cost 
work in Brazil. 











Sirk HUGH POYNTER, BART., who has been Presi- 
dent of Baldwins Canadian Steel Corporation, To- 
ronto, for the last five years, is leaving for England 
enroute for Aus- 
tralia to take 
charge of Baldwins 
Australia Limited. 

Sir Hugh 
Poynter has al- 
ways taken a great 
interest in the 
affairs of the 
Canadian Society 
of Cost Account- 
ants and at our 
Convention not 
only gave the open- 
ing address but 
took part in the 
second dinner 
meeting, his 
speech appearing 
in this issue. 

While we regret that Sir Hugh Poynter is leav- 
ing Canada, and this is a distinct loss for Canada, the 
members of the Canadian Society of Cost Account- 
ants wish him every success when he takes up his 
very important position in Australia. 





Mr. W. G. DONALDSON, the Chairman of the 
Hamilton Chapter, is a member of the Grand 
Lodge of Ontario Knights of Pythias, and is also an 
officer of the “Knights of Kharassan,” a higher rank 
of the same order. He returned last week from a 
trip to Cleveland, Ohio, where he, with other promi- 
nent members, were the guests of the Knights of 
Kharassan of the State of Ohio. Mr. Donaldson 
took a prominent part in the ceremonial and the 
banquet following. 


Mr. GEORGE C. DENT, the Executive Secretary of 
the Society of Industrial Engineers, is to be in To- 
ronto on Tuesday and Wednesday, 9th and 10th 
November, and hopes to be present at the meeting 
of the Toronto Chapter on the evening of the 10th. 
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Mr. CRAIG, President of the Society, is to speak 
at the meeting of the Montreal Chapter on Friday, 
October 29th on “Modern Accounting,” when Cost 
Accounting will be treated from a distinctly new 
angle. A lively discussion may be expected, as some 
of the generally accepted views of Cost Methods will 
be severely criticised. 





DR. STUART C. McLEOD 
T was a matter of great gratification to the Con- 
vention Committee when our friend, Dr. McLeod, 
“blew in” on the second day of the Convention. 

We had been trying for some time to get “the 
Doce.” to visit Toronto, but without success, and we 
attribute his visit during the Convention Sessions, 
to his desire to have the pleasure of traveling from 
Chicago with Mr. W. B. Castenholz. 

All those present enjoyed the speech he made at 
the luncheon and appreciated the good wishes for 
the success of the Canadian Society that he offered. 

The “Doc.” was evidently impressed with what 
he saw and the cordial reception he received, and 
we have pleasure in printing his appreciation of the 
Convention, ap- 
pearing in the N. 
A. C. A. Bulletin. 
It may be that the 
compliments to 
the Canadian So- 
ciety of Cost Ac- 
countants have 
slightly obscured 
our judgment, but 
we think that the 
paragraphs follow- 
ing are easily the 
best contribution 
to “current cost 
literature” made 
by the N. A. C. A. 
during the month 
of October. 








Dr. Stuart C. McLEopD 





THE CANADIAN SOCIETY HOLDS A 
CONVENTION. 


OW I am in Toronto attending the first conven- 

tion of the Canadian Society of Cost Account- 
ants. I jumped from Chicago Thursday night, 
accompanied by William B. Costofselling Castenholz, 
who was down for a paper at the Friday session. 
Before I go any farther I can say it was a good paper 
which is the only kind William deals in and you 
should have heard some of those hard-headed old 
Britishers, headed by that famous Last Ditcher, 
Harry Jamieson, go after some of his more advanced 
ideas. A good time was had by all and William 
emerged a bit winded mayhap but unbowed. 
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It was a fine gathering from all angles and 
marked the launching of the Canadian Society as an 
independent body. For the past four or five years 
they have been affiliated with the N. A. C. A. but 
that agreement has been terminated and they are 
now an independent body which by the way makes 
it necessary for us to build up some membership of 
our own in Canada. If you have any friends or 
associates over there you might notify them that 
they are now eligible for direct membership in the 
N. A. C. A. 

The convention was held at Hart House, Toronto 
University. It is a fine building for convention 
purposes and John Craig and his able collaborators 
had everything running in excellent shape. Meet- 
ings were held on Thursday and Friday. C. E. 
Knoeppel, of Bigelow, Kent, Willard & Company of 
Boston, talked on “Waste Elimination as a Factor 
in Cost Reduction” on Thursday morning. That was 
before I got there, but when I met him Friday he 
was not carrying any scars. 


Each day they had a luncheon and a dinner with 
a lot of very distinguished speakers such as Sir 
Robert Falconer, K.C.M.G., D.Litt., LL.D., D.C.L., 
President of the University of Toronto, and “Doc” 
McLeod, one of the University’s oldest living grads. 

Our Canadian friends are to be congratulated on 
their first convention which we trust may be but 
the prologue to a long series of successes in the years 
to come. 

One of our hardiest perennial subjects for dis- 
cussion is the name of the Association. You can 
nearly always start an argument on the question of 
whether or not the N. A. C. A. would be as sweet 
by any other name. Apparently our friends in Can- 
ada are not going to let us get away with even this 
distinction. During their convention a few weeks 
ago, C. E. Knoeppel, of Boston, speaking at one 
of the luncheons, made the suggestion that they 
should change the name of the Canadian Society to 
include the Industrial Engineers inasmuch as there 
is no Society for Industrial Engineers in Canada. 

As I listened to Mr. Knoeppel enlarge on this 
subject my mind naturally turned to our own prob- 
lem and whether it was the inspiration of sitting 
next to “Mickey” Wright or something else (there 
was nothing else that I saw, although my good 
friend, L. Belanger, from Montreal, was there—at 
the other end of the table, however), I certainly got 
a wonderful inspiration. In order to satisfy every- 
body why not change the name of the N. A. C. A. to 
the “International Association of Cost Accountants, 
Industrial Engineers, Factory Accountants, Indus- 
trial Accountants, Accounting Executives and Mana- 
gers or What Have You?” There is a name which 
seems to cover most everything except the Daugh- 
ters of the American Revolution and they may not 
be interested in cost accounting.—N. A. C. A. 
Bulletin, Oct. 1, 1926. 
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The First Annual Convention of The Canadian Society of Cost 
Accountants 


Held at Hart House, University of Toronto, on Thursday and Friday, 9th and 10th September, 1926 
MORNING SESSION, FRIDAY, 10TH SEPTEMBER 


CAREFUL INVESTING AND CANADA’S FUTURE 
By COL. R. R. THOMPSON, M.C., A.C.A., C.A., 


Professor of Accounting, McGill University, Montreal. 


MR. CHAIRMAN AND GENTLEMEN, 


SHALL use the term “Investing” in a very wide 

sense. There is little question that the greatest 
problem facing this Dominion is that of increasing 
its population. Canada wishes to retain her native- 
born population, many of whom are drawn south 
of the line by the tempting offers made by the highly 
developed industries of the United States. She 
wishes settlers from the British Isles ; there are prob- 
ably several million people in those isles who would 
settle in Canada if they saw their way to make a 
living here. Canada can provide farms for these 


people, but the majority of them are town dwellers, 





Chairman, H. T. Jamieson 








and although it is astonishing how large a number 
of British settlers brought up to city and factory 
life have become successful Canadian farmers, yet 
the majority would need special training for farm- 
ing life. In the first development of a country, im- 
migration must come first, but Canada some time 
ago reached the stage when her industries began 
to develop so that she entered seriously into export 
trade. As this Dominion is developed industrially 
so will she retain her own sons, and also be able to 
absorb more and more of the skilled work-people and 
of the great middle class of the British Isles. These 
people are steady, hard-working and patriotic; and 
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they have shown the world that they are not Bol- 
shevik. I believe them to be the best citizens Can- 
ada could wish. The more rapidly we can achieve 
this industrial development, the sooner will our Na- 
tional Railways begin to pay, and the sooner there 
wil] grow up in this country a great native market 
for our farmers, I submit that it is'the duty of all 
of us to do everything that lies in our power to 
further the widest and steadiest development of 
Canadian industries that is possible. 

How can this be helped forward? 

Firstly, I think that it is the duty of every Cana- 
dian to be reasonably economical in his private ex- 
penditure, to save as much as he can, and to invest 
his money carefully in this Dominion, But the in- 
vestment must be made carefully. A Canadian who 
fails to make proper enquiry, and so allows himself 
to be drawn into purchasing stock in a wild-cat 
scheme in Canada, is encouraging something which 
will retard the development of his country. It is our 
duty to make careful enquiry before we invest 
money. There are many reputable firms of stock- 
brokers, whose judgment and advice can usually be 
relied upon. Some of our periodicals set themselves 
out to give sound advice to the investor. Several of 
our great banks, I believe, are prepared to give advice 
on investments, and some Trust Companies will do 
the same. Would it not be wise to take the advice 
of concerns that are vitally interested in the perman- 
ent welfare of Canada? 

Before I leave the matter of investment by pur- 
chase of stocks or bonds, may I call attention to three 
matters which show the necessity for careful enquiry 
before an investment is made? 

The First: Some concerns are issuing Common 
Stock which has no voting power. In other words, 
Common Stockholders surrender their control of the 
company right from the start. It is a dangerous 
practice, and it throws the door wide open for grave 
abuses. It is absolutely opposed to our democratic 
British idea that, as a general principle, the ordin- 
ary shareholders, the owners, the people who take 
the greatest risk, should have the government of 
the company in their own hands. Under this plan 
they surrender their rights to some financial aristo- 
cracy. I would never advise anyone to purchase 
non-voting Common Stock. I know that many share- 
holders do not exercise their voting powers; this is 
true also of many of the ordinary electorate, but it 
would be the same thing to take away voting power 
from an electorate as from the ordinary share- 
holders of a company. 

At this point may I say that it is every Cana- 
dian’s duty, if he can do so, to attend and vote at 
shareholders’ meetings. 

The second matter is the great difference 
between the Company Law of the United States 
and that of Canada, which should always be borne 
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in mind by the careful investor. Throughout Can- 
ada we follow the usual British practice of having 
the auditors appointed by and entirely responsible to 
the shareholders, and to no-one else; so that the 
auditors are as free as possible from undue influence, 
and they can say what they think fit in their 
reports, while the shareholders can see these 
reports, whether they are adverse to the directors 
and management or not. In the United States it is 
the rule for the Directors to appoint the auditors, 
and for the auditors to be responsible to them. The 
practice is dangerous, because it makes fraud on 
the part of directors more easy. 

For this reason, and apart from patriotism, I 
think Canadian investors would be wise to keep to 
Canadian companies. Doubtless the majority of 
American companies are perfectly sound financially, 
but you have much more chance of being sure of a 
Canadian concern than you can have of an Ameri- 
can, because of the method of appointment of audi- 
tors. 

Coupled with this is the withholding from share- 
holders of the financial statements, which Canadian 
law requires to be given to them. 

The third matter has to do with “shares of no par 
value.” These shares represent a fractional interest 
in a company, and accordingly should have a value 
which should appear in the Balance Sheet. The 
majority of them probably are quite good (I hold 
some myself), but always remember that doubtful 
manipulations can be made easily by means of these 
shares. A United States concern recently had out- 
standing over $15,000,000 of bonds, each bond of a 
par value of $100. The ordinary shares were paying 
dividends, and were valuable. The bondholders 
agreed to accept as payment for each bond a number 
of these ordinary shares of no par value. Now I 
contend that those no-par-value shares should have 
been shown in the Balance Sheet at their true value, 
which presumably equalled the total liability on the 
bonds, $15,000,000. But no—this company put a 
fictitious value of ten cents per share on their no- 
par-value shares, and so, according to their records, 
the holder of a $100-bond agreed to accept no-par- 
value shares worth about $2.89 in discharge of that 
liability. In other words, they paid off $15,000,000 
with $43,000 odd. That left a large credit balance 
of nearly $15,000,000 the remains of the liability to 
the bondholders, which credit balance they transfer- 
red to Surplus, and so transformed a liability into a 
profit. 

I would always regard the stock of such a com- 
pany as too risky for a man like myself. 

I have not time to go into other practices, but I 
mention these things to stress the necessity for care- 
ful enquiry before investment, 

Let us now consider this matter of careful in- 
vesting from the standpoint of the Canadian manu- 
facturer. 
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Before he makes an extension of his plant, or 
builds a new one in a new place, or makes any 
change in or addition to his factory, a manufacturer 
will obtain the guidance of those helping him to run 
his business. Especially will he get that of his ac- 
countant, and Cost Accountant, to whom I will return 
later. However, I submit, gentlemen, that it will 
often be wise for him also to get the advice of con- 
cerns which have very reliable facts available, which 
can direct the way to expert advice, and which are 
vitally interested in the permanent welfare of Can- 
ada, for if Canadian investments and trade suffer, 
these concerns suffer correspondingly. 

Firstly, I must mention the Department of the 
Interior at Ottawa. I doubt if any government has 
more complete information available about its 
natural resources than has the Canadian Govern- 
ment in its Dept. of the Interior. Through its lands, 
mines, forestry and water-power divisions it has pro- 
vided highly-trained and specialized organizations 
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for the thorough survey and investigation of natural — 


resources, and it maintains a general information 
service. In addition, it has at its disposal the services 
of the Honorary Advisory Council for Scientific and 
Industrial Research in Canada, formed of the prin- 
cipal scientists of McGill, Toronto, and other Cana- 
dian Universities. The Dept. of Trade and Com- 
merce with its Commercial Intelligence Dept. is do- 
ing an excellent work, and good use is being made 
of it by numerous Canadian firms, but more use 
could be made of it. 

Next I turn to concerns which not only are vit- 
ally interested in the permanent welfare of Canada, 
but which are also feeling the pulse of Canadian 
commerce and finance every day. I refer to our 
great banks and our two great railway systems, all 
of which are always ready to help with guidance that 
often will be of greatest value to Canadian manu- 
facturers and business organizers. The Royal Bank 
of Canada, the Bank of Montreal, The Canadian 
Bank of Commerce, the Bank of Nova Scotia, the 
Dominion Bank and the C.N.R. and C.P.R.—all have 
departments whose duty it is to supply reliable in- 
formation to manufacturers and business organizers, 
great or small, if engaged in Canadian commerce or 
considering a new venture in Canada. Probably my 
list of Canadian Banks who do this work is far too 
short; the Canadian Bank of Commerce and the 
C.P.R. were, I believe, pioneers in these activities. 

These banks collect and record industrial and 
commercial information, they can advise as to which 
trades show signs of prosperity and development, 
which show signs of suffering from overproduc- 
tion—where demands are increasing, where they are 
falling off. The Royal Bank publishes free for the 
benefit of large concerns a monthly review of Cana- 
dian business conditions. The banks can give help 
in the selection of reliable representatives, and of 
experts in any line of industry or in any profes- 
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sion: — accountants, geologists, engineers, and 
others. They can obtain a candid opinion of nearly 


every concern and individual, foreign and domestic, 
engaged in Canadian commerce. They can be of 
great help in the choice of representatives at home 
or abroad. For the sake of their own interests 
Canadian banks do not want money to be lost in 
Canada, and they are glad to co-operate in helping 
careful investment. 

The Industrial Department of the C.N.R. exists 
for the purpose of assisting in the development of 
industries along its 
lines. Naturally 
the C.N.R. will do 
its best to see that 
these industries 
are well planted, 
strong and 
healthy, if only for 
the sake of its own 
trafic. This de- 
partment can give 
facts and figures 
regarding s hi p- 
ping facilities, and 
the freight-cost, 
tonnage - capacity 
and times of trans- 
portation routes. 
It can advise on 
markets in and 
about Canada, 
water-power, labor supply and cost, raw material 
supply, and so on. 

All of the above applies equally to the Depart- 
ment of Colonization and Development of the C.P.R. 
It has expert field examinations and it issues period- 
ical reports on over fifty Canadian mineral products 

yom Abrasives, Arsenic and Asbestos to Silver, 
late, Sulphate and Talc, besides reports on the For- 
est Products and Water Power situations in differ- 
ent sections of Canada. 

Many Canadian business men take advantage of 
these sources of information and profit accordingly, 
but, nevertheless, it is the general opinion of the 
various concerns responsible for these departments 
that much more use could be made of them in the 
extension and development of Canadian Industries. 
Mistakes have been made in the investment of cap- 
ital in Canada which they think could have been 
avoided by inquiry. 

I will now turn to a phase of careful investing 
which concerns ourselves directly. I refer to con- 
sultation by manufacturers with the accountant, 
because of his general knowledge of the financial 
position and prospects of the business under consid- 
eration ; and also with the Cost Accountant, because 
of his specialized knowledge of the manufacturing. 
Whether it is a question cf safeguarding the 
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profits of a business already running, of extending 
it, or of opening a new business, the Cost Accountant 
should be able to furnish the most valuable informa- 
tion. He should be able to give an accurate esti- 
mate of the cost of manufacture, by article or 
process, showing how it is made up of direct mater- 
ial, labor and expense, and indirect charges, fixed 
and variable. With this information the selling 
prices can be arrived at, and quotations at a loss 
avoided, as well as quotations unnecessarily high. 


Also the manufacturer can gauge whether econ- 
omies can be effected by a change in location or by 
a change in power used, or in machinery, or in a 
process of manufacture, or even in the method of 
paying workmen. The manufacturer should be able 
to eliminate the production of articles showing 
losses, and to concentrate on more profitable lines. 
The Cost Accountant will also help in safeguarding 
investments by daily feeling the pulse of the manu- 
facturing position of the business, by watching the 
rise and fall of consumption, expense and produc- 
tion, by detecting losses of material, wasted time, 
defective work, poor supervision, and so on. May 
I stress here how vitally important to the future 
of Canada are her Cost Accountants. If they are 
starved for knowledge and little regarded, it means 
that Canadian industrial development will be re- 
tarded, and that, as a consequence, manufacturers 
firstly, and the whole Dominion secondly, are going 
to suffer in numberless ways. On the other hand, if 
Canadian Cost Accountants do their work well and 
full advantage is taken of their knowledge and 
advice, then the industrial development of the Do- 
minion will be helped forward. Others have to play 
their part as well, and are equally important, but 
the help of the Cost Accountant can be very great 
indeed. 

What does a big industrial development mean 
for Canada? Our population will be increased by 
the addition of men from the British Isles, ready 
and trained for their work; our farmers will find 
here in Canada an increasing and reliable market 
for their products; our National Railways will cease 
to be a burden to the taxpayer. There will be more 
people to pay the taxes, and they will have more 
money to do it with. 

No country nowadays can afford to ignore its 
accountants, and especially its Cost Accountants. If 
it does, it pays a heavy penalty sooner or later. Ac- 
countants measure all commercial forces by the 
common factor of money, and so gauge the various 
strengths. I think, gentlemen, you will agree with 
me that our responsibility, if we are allowed to as- 
sume it fully, is a very great one. The dictionary 
tells us that a “profession” is “an employment not 
“mechanical, and requiring some degree of learn- 
ing.” I would add this, “and where it is the gen- 
eral rule for members practising it to make the 
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excellence of their work their chief consideration, 
regardless of the amount of their remuneration.” 
Many doctors will take as much trouble to diagnose 
the case of a pauper as that of a millionaire. I 
believe that a similar thing could be said about many 
Cost Accountants, and for that reason I hope that 
it will come to be regarded as a profession. In any 
case, gentlemen, we can always remember that the 
more efficient we are as Cost Accountants, the more 
efficient we are as Canadians. As accountants we 
can only aim at one thing: a just statement of the 
truth as we know it. 

Of course, regarding the question of remunera- 
tion, the manufacturer who does not value his Cost 
Accountant highly must not be surprised if the Cost 
Accountant goes to someone who does. 

The way to attract and keep capital in the coun- 
try is to take care of it, and to take care that its 
investment results in steady dividends. The wider 
the selling area covered by a country, and the 
greater the diversity of the goods it sells, the more 
likelihood is there of a steady market for its pro- 
ducts and for a steady return on its invested capital. 

I have made a number of enquiries recently from 
many men who are studying Canadian commerce 
daily. They told me that the Canadian export trade 
of manufactures is increasing and extending in a 
most hopeful fashion. We are exporting as much 
with a population of 9,000,000 as the U.S.A. did 
with a population of 90,000,000. In 1910 Canada 
exported to 69 countries, in 1925 she exported to 
110, 44.4 per cent. of the total exportation was 
within the British Empire. The fully manufactured 
goods were 40 per cent. of the total exportation. 

Many Canadian manufacturers are taking full 
advantage of the facilities of the.Department of 
Trade and Commerce with its Trade Commission- 
ers. I heard nothing but praise about the Commer- 
cial Intelligence Department and its men. Never- 
theless, these men from whom I enquired are of the 
opinion that other manufacturers could do much 
more than they are doing, and this applies particu- 
larly to our export trade within the British Empire, 
where we are not taking full advantage of the strong 
sentiment there is for the purchase of goods manu- 
factured under the Union Jack. 

Some are content with the home market and 
are unwilling to go to the extra trouble and ex- 
pense necessary to study foreign markets. Others 
will not give full consideration to the buyers, 
they will not manufacture special lines, they will 
only quote ex-warehouse or f.o.b. prices, whilst 
with a c.i.f. price the foreign buyer knows ex- 
actly where he stands. If the foreign buyer gets 
an f.o.b. ship price from Canada and a c.i.f. price 
to his own port from New York, he has to calculate 
the cost of the marine transportation before he can 
compare the Canadian with the United States price. 
Naturally, if he does it at all, the foreign buyer -vill 
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make a liberal estimate of the cost of marine trans- 
portation, usually to the disadvantage of the Cana- 
dian quotation. 


Other Canadian manufacturers say that they 
cannot compete with the mass production of the 
United States; but that does not apply to all lines 
of manufacture, and, again, is mass production all 
that it is made out to be? Certainly it gets rid of 
the factory indirect charges, but does it not some- 
times result in mass waste? Again, have we not 
here a chance for the Canadian Cost Accountant 
to examine factory costs and see what can be done 
by cost reduction to counter the competition of the 
United States? This is a matter that can only be 
settled by a full enquiry into each case individually, 
but many accountants think that numbers of our 
Canadian manufacturers could reduce their costs 
considerably by careful enquiry. 


I have referred to the possibilities of trade 
within the British Empire. May I make special ref- 
erence to one industry, dairying, and ask a few 
questions? Why is it that Quebec has a growing 
dairy industry, exporting to the British Isles, 
whilst the Maritime Provinces export practically 
nothing? In fact, I believe New Brunswick actually 
imports dairy produce. Yet the Maritimes have 
some of the best grazing ground in the Dominion. 
Why is it that New Zealand, nearly 12,000 miles 
from the British Isles, can export profitably to the 
Old Country markets, yet the Maritimes, with Hali- 
fax less than 2,500 miles distant, sends compara- 
tively nothing? I know about the different 
climate, but think of the transportation difficulties 
and costs which New Zealand has faced. For every 
dollar’s worth of cheese sold in England the N.Z. 
farmer gets back 68.73 cents, whilst the Ca- 
nadian gets back 83.32. Maritimers, to whom 
I have put these questions, blame themselves, say- 
ing that it is due to lack of organization and so on. 
It is certain that prosperity for the dairying indus- 
try of the Maritimes would bring more prosperity to 
their own and other Canadian industries. 

Let us turn to the West Indies and South Amer- 
ica. We believe that Canada is losing a’ golden 
opportunity to develop a lucrative trade with South 
America, and particularly with those Central 
American and South American Republics which 
border on the Caribbean Sea. The trade of the 
Spanish-speaking countries bordering the Caribbean 
Sea amounts to $500,000,000 annually. Of this Can- 
ada does less than 2 per cent. 


Again, the Orient. The Canadian Trade Com- 
missioner in China reports a rapidly increasing de- 
mand among the better classes of the Orient for 
wheat flour, western boots and shoes, clothing, lum- 
ber and wood pulp. 


“Americans are cutting in and getting a lot of 
trade that should go to Canada.” 
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This, despite the vast water-power possibilities 
of British Columbia, and the fact that Vancouver is 
a day nearer to the vast markets of China than San 
Francisco. 

What can be done to remedy this? 

Firstly, I would suggest as wide a knowledge 
as possible of what I will call the commercial geog- 
raphy of the world, commencing with the countries 
that Canadian manufacturers can most easily do 
business with. 

Secondly, I would suggest a study of foreign 
markets by all Canadian manufacturers, so that they 
can find out what the foreign buyer wants, how he 
likes it packed, and so on, and make it as easy as 
possible for him to accept our offers. Send him 
salesmen who can talk to him in his own language 
and in his own way; send him catalogues in his own 
language. If he is too ignorant to understand cata- 
logues, but is a likely buyer, send him samples. 

Thirdly, I would suggest careful Cost Accounting 
so that goods may be produced as cheaply as pos- 
sible, that fair selling prices may be estimated, and 
thus unprofitable lines may be dropped, and the sale 
of profitable lines pressed forward. 

Finally, gentlemen, I submit it is the patriotic 
duty of all Canadians to do all that they can to 
extend the export trade of the manufacturers of 
this great Dominion. I would suggest to you that 
we explore every possibility, that we take every op- 
portunity that we can find, and after careful inquiry 
do our utmost to put through every export deal that 
comes our way. If we do all this it is certain that 
our export trade will increase, and with it our indus- 
trial development, faster than it is doing. 

We want more Canadian capital invested in 
Canada, but we want it carefully and securely in- 
vested. A recent issue of nearly $9,000,000 of Anglo- 
Canadian Pulp & Paper stock on the English market 
was subscribed for forty times over. Old Country 
investors are willing to send their millions over to 
Canada if only they are reasonably sure that we will 
take care of them for them. They have heavy debts 
to pay, and cannot afford to risk their savings. If 
they see that we are thrifty and are investing care- 
fully our own savings in Canada, and if Canadian 
investments pay steadily, we will be able to get all 
the extra capital we need from the Old Country. 
But we must take care of all capital invested here. 
We must watch our expenses and extend our trade. 

And you can see, gentlemen, how much depends 
on the Cost Accountant. 





DISCUSSION 





THE CHAIRMAN (Mr. H. T. Jamieson) : Perhaps 
I might, in opening this discussion, ask a question. 
I understand that during the war one of the most 
helpful things done in Great Britain was that under- 
taken by Mr. Cuthbert Heath, one of the leading 
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members of that great institution known as Lloyds. 
The British manufacturer was faced with the prob- 
lem of carrying on his world-wide business with 
greatly reduced working capital. We know it is 
much more easy to do business if we can turn over 
the working capital we have more quickly. There- 
fore these insurance leaders and banking experts got 
together and devised new machinery which had the 
effect of adding to the credit facilities of Great 
Britain. What they did was simply this: they 
formed a new corporation whose function was to 
purchase the export bills received by the exporter. 
That was very helpful, because, although the 
knowledge possessed by the British exporter is per- 
haps second to none by reason of his long experi- 
ence and practice, yet, as we know, it is very diffi- 
cult indeed to do business with those in countries 
of which we have no knowledge. And there are al- 
ways new men coming on in business who have 
perhaps not got the broad knowledge, have not vis- 
ited the countries with which business is being done. 
The risks of such business are very real. The ex- 
porter is busy with his business and has not the time 
to study facts and conditions relating to all the peo- 
ple with whom he is selling in far-away lands. 


Therefore this corporation said, ““We insurance 
men, having knowledge of conditions throughout the 
world, will form this corporation and with the co- 
operation of the banks will advise the exporter as 
to who is a good risk, and before he sells to a cer- 
tain party we will tell him whether or not we will 
be willing to buy his paper.” Therefore today 
and in fact before the war terminated, the British 
exporter has been able to go to this export credit 
insurance corporation—in fact, I think it is worked 
through the banks—and say, “Will you buy this 
paper?” If it is a bad risk he is told so and the ex- 
porter saved from a bad trade. On the other hand, 
if the risk is good the bank takes his bill and he 
gets his money right away. 


PROF. THOMPSON: I think it is a good thing, 
the only thing is, I would not like to say “off the bat” 
that a special corporation is necessary. There is 
already machinery of a kind. There are the banks; 
they will make enquiry abroad. And of course we 
get the reports of market conditions from the Trade 
Commissioners. It might be of advantage to get a 
corporation that would combine all the services. The 
Trade Commissioners are mainly concerned with 
the buying power of the market and what people 
want, but I think they will also help with regard to 
credits, and the banks, if they do not know them- 
Selves, will find out for you. Of course, getting 
ready money for your paper would be an immense 
advantage. 


Mr. HERMONT: I have been in South America 
recently. I had occasion to enquire of the Royal 
Bank about the credit of certain accounts and was 
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told that every credit rating they have on anyone 
in these countries, a copy of that report is sent to 
Montreal, and practically every firm of any size, any 
import firm, is in their files there, even if they have 
not had occasion to import any goods from Canada, 
and any manufacturer, by writing to Montreal, can 
get a report even before he has occasion to answer 
an enquiry or accept an order. 


Mr. JAMIESON: I might make this element in 
that scheme clear. It is worked in Great Britain, 
and she usually knows what she is at. We have the 
three functions, the manufacturer, the banker (who 
must not in the very nature of things take a risk), 
if the banker cannot take the risk he must leave 
the risk with the exporter. But Cuthbert Heath 
said, ‘We can remove this difficulty; it is our busi- 
ness to study risks; if we have all the paper we can 
spread the risk, we can introduce the science of 
insurance.” 

Therefore we get three parties, the exporter, the 
banker, and the insurer relieving the banker of the 
risk. The banker buys the paper, but the paper is 
endorsed by the Credit Insurance Corporation. In 
the event that the banker cannot collect from the 
drawee, the Insurance Corporation pays. Therefore 
the banker is able to make an absolute purchase of 
the exporter’s paper; he has no need to lay awake 
at night wondering whether in two or four months 
hence that paper will come home to him at an awk- 
ward moment calling for satisfaction. I have been 
in that position myself and can speak from the point 
of view of the exporter. I have felt the need, and 
so became vitally interested and convinced that 
there is merit in this scheme. 


Mr. TURNER: I should like to ask Prof. Thomp- 
son whether he has given any thought in connection 
with this present subject to the idea of the National 
Savings Certificates which have been so successfully 
adopted in Great Britain. The thought in my mind 
is, if the whole community can be induced to set 
aside savings and accumulate the interest, we are 
building a very strong groundwork for prosperity. 
Everyone knows that the average man does not com- 
pound his interest; he spends it. Having saved a 
certain amount, the interest is looked upon as being 
consumer’s capital, because he proceeds at once to 
lay it out. With the National Savings Certificate 
idea it gives an objective. The amount of saving 
that has been accomplished by people in Great Bri- 
tain who are not normally savers, I understand, has 
passed all expectation. 


PROF. THOMPSON: I have not considered that in 
connection with this paper because I thought of that 
as rather connected with Government finance. 

Of course you know how many concerns have ar- 
rangements for their employees buying shares on 
instalments. I was more concerned here with invest- 
ment in connection with industrial development. 
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The Typothetae System of Cost Finding 


By WILLIAM C. PARSONS 


Executive Secretary, Toronto Typothetae 
Chairman, W. G. Donaldson (Chairman, Hamilton Chapter) 


SECOND MORNING SESSION 


Mr. CHAIRMAN AND GENTLEMEN, 

MIGHT in the first place give you the etymology 

of the word Typothetae. It comes from two 
Greek words: tupos=type, and thetos=placing, or 
setting. 

Typothetae is a standardization of printing prac- 
tice. It has been developed for some 61 years in the 
United States, and we have in Canada quite a large 
membership, very important local divisions being 
in Toronto and Montreal. About 40 years ago Mr. 
Rand, of the Rand, McNally Company, the famous 
map makers, appealed to the Typothetae of those 
days because of the very ignorant and vicious form 
of competition that existed in the printing industry. 
He developed the thought that printers were ignor- 
ant of what it cost to produce their work. He was 
one of the founders of printing cost finding research, 
which has resulted in what we call to-day the Stan- 
dard Uniform Cost Finding System for printers. 

I do not want to say much about Cost Accounting, 
but I feel that you men appreciate just what the 
literal term Cost Finding means in an establishment 
such as a printing factory. The printing industry, 
as you appreciate, is a very large and important one 
today throughout the world. Competition in that 
industry is becoming so keen that we find from our 
international cost finding returns on recent state- 
ments a showing of about 3.8 per cent. profit. This 
condition is forcing printers of the better type to 
give more attention to what may be called the cre- 
ative selling branch of their business. In Detroit. 
next month, there will be held the 40th Annual Con- 
vention of the United Typothetae of America. That 
Convention will consider and ratify recommenda- 
tions that the American Cost Finding Commission, 
may bring forward. 


We are to consider for a short time the Typothe- 
tae Cost Finding method. We are sorry for manufac- 
turers and distributors who find their profits nil. 
The fact that in the showing of $35,000,000 compiled 
by our International office some time ago they found 
a profit of only 3.8 per cent. on an attempted 25 per 
cent. shows the need of this work. I say attempted 
25 per cent. because that is what we call our stan- 
dard rate of profit. The total cost of a piece of 
work including material, labor and expense direct 
and indirect we feel should be added to by a margin 
of 25 per cent. which we call profit. I heard a 
printer in Seattle, some years ago, say, “On the 
business I did last month I made 25 per cent.” He 
meant to say, “I simply attempted to add 25 per cent. 





to the orders I filled,” but he did not say that he was 
40 per cent. under volume or unproductive that 
month. 

From the coming of the Linotype machine and the 
automatic press the need of cost finding has been 
felt. In 1909 the American Cost Finding Commis- 
sion was organized, they consulted with accountants 
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and cost finders from every industry and devised 
what they call the standard cost finding system. 
Now we come to the technical part of this sys- 
tem, and I know you can easily follow me. You are 
installing cost finding systems in various industries. 
The representative of the Typothetae goes out as 
a missionary to printing factories. We find great 
over-equipment in the printing industry. For inst- 
ance, there is excessive over-equipment in Toronto 
to-day; and where there are about 400 establish- 
ments in the city, one hundred would be sufficient. 
It is so easy to buy printing machinery. I know of 
a man buying $3,500 worth, he is paying nothing 
down but is to pay $50 a month for 70 months. 
The printing factory, like any other factory, is 
departmentalized. In our Cost Finding System 
everything converges to the hour. We start off 
knowing what capital we have invested in the vari- 
ous departments. So we take our total investment, 
the original invoice cost of this machinery and set 
that down and it becomes the basis for various fixed 
expenses. Then we find the floor space of the vari- 
ous departments for the fixing of rent, light, heat 
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and other expenses that are on the basis of area. 
Having seen these things are true from our account 
books we come to the end of the month and know 
upon what basis we are calculating the sum of our 
fixed expenses such as rent, taxes, insurance, de- 
preciation, and interest on capital invested which we 
include as a cost of production. 


A time sheet is an important record in the pro- 
ducing of a job. We give our workmen a time sheet 
which they write up. I was very glad to see in 
your exhibit room a Stromberg clock. Printers do 
not use these mechanical devices sufficiently, and 
sometimes they allow the workmen to write down 
“what they think.” We are trying to make things 
more exact, and one thing we have done is to mark 
the clock face, dividing the hours into tenths. The 
work people write down the times they commence 
and finish jobs, marking the number of the job they 
are working on, which appears on the original job 
record. Every job must have a record and a job 
number. So our Form provides a history of the job 
as it goes through the factory departments, record- 
ing the labor posted to the various departments. No 
money appears in these time sheets, but the workman 
writes out his daily time sheet and the time he works 
is broken up under various job numbers, if it is 
chargeable time; if not, we have certain numbers on 
the back of the sheet, even numbers, which we have 
given to non-productive or non-chargeable time. The 
only criticism I think you men would make of our 
time sheet is that it may be simply a statement of 
what the workman thinks. He may easily fix this 
sheet if he is not honest, and sometimes a customer 
will be overcharged or under-charged. So the me- 
chanical clocks are very desirable. 

When a job is completed, or by the time it 
reaches the Shipping Department the office has the 
container which gives the history of the mechanical 
work. By that it is known that the sheet is ready 
to be extended into the various hour costs. For 
instance, one department may take 16 hours. Six- 
teen hours atso much. What is that somuch? We 
pay a man say 80 cents an hour, that is the direct 
wages but it is not the final wage cost, it may be 
$1.25. A man works 48 hours a week, suppose we 
give him $48. If we sell 36 of those hours to cus- 
tomers we are doing very well, the percentage of 
productive time is about normal. The average is 
around 54 per cent. in a certain department. That 
is, we are not selling all the hours we buy. 


tent and heat are apportioned on the basis of 
floor space occupied by the department, so that each 
department bears its proper share of the burden. 
Insurance is based on the investment in the depart- 
ment; taxes also, and depreciation. The Govern- 
ments of the United States and of Canada allow a 
printer to write off ten per cent. per year on machin- 
ery and fixtures, 25 per cent. on type. Much machin- 
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ery lasts more than ten years, but wonderful ma- 
chines are being developed in the printing industry, 
so this machinery may become obsolete, that is the 
big question rather than wear. If a printer is using 
this system properly he is able to take care of re- 
production. 

Interest on department investment we believe is 
a cost of production. Of course that is a very de- 
batable point, and I do not care to enter into it. 

Here are current expenses, such as wages, light, 
power, then we come to spoilage, an account for 
spoilage kept on the books. Then the departmental 
direct expense. A basic principle of this system is 
to put expenses where they belong. Then we have 
stock storage and handling, and packing, shipping 
and delivery. 

Then we have the overhead, the burden that has 
to be apportioned some way into what we call the 
All-Inclusive Cost per Chargeable Hour. This is 
the productive hour method of cost finding, in which 
we include general administration and selling. Then 
the General Factory Expense, that which cannot 
be apportioned directly to any department, general 
superintendence, etc. Then there is stock storage 
and handling. Paper does not come to the printer of 
its own accord, it has to be brought there and 
stocked, at a cost. 


For some years there had been much debate as 
to distribution of the overhead. Some took the 
hours that were sold; others based it on the payroll 
only, some on the total hours of the departments. 
The American Cost Finding Commission decided on 
the basis of the departmental total cost. 

So by various distributions of proper percentages 
we find we are adding to the total cost of the de- 
partments their proper share; we call it the scien- 
tific share, of the overhead, until we get to the point 
where we have the total all-inclusive cost per charge- 
able hour. 

Let me repeat that. We have the total direct 
expense by departments, that is, all that can be 
directly charged to the departments. But then we 
find we have to divide the general administrative 
cost, to distribute to the other departments, then 
we have the factory cost of departments, getting 
more near to the true thing. Following that we 
distribute the selling expense, stock storage, hand- 
ling, packing, shipping and delivery. Then having 
kept time sheets segregating chargeable hours from 
non-chargeable,—because there are many things you 
cannot charge direct to a customer,—we divide the 
total cost of the department into the chargeable 
hours and find the all-inclusive cost per chargeable 
hour. 

I have known printers find their hour cost in a 
department as high as $7. They cannot sell on that 
abnormal basis. That brings me back to what our 
international association has been doing. It takes 
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these sheets from the printers and produces every 
year what it calls The Ratio of Composite Printing 
Costs, compiled by their Department of Research in 
Chicago. They give us no less than 17 very valuable 
ratio percentages which enable any master printer 
to compare his own findings, so that when he finds 
abnormal production costs in any department he can 
see what the international average is. In this book 
are most valuable comparative tables enabling a 
printer to know whether his plant is producing effici- 
ently or not. 

We often say, and sometimes it is not swallotved 
very smoothly, that production costs in a printing 
office have nothing to do with the selling price. The 
fact is we could not literally take those costs, be- 
cause in the first place Cost Finding is not an exact 
science.. This is the cost for this month, but next 
month it may even vary with the moods of prin- 
ters; at one period they may be very productive, 
another day they may fall down. We cannot take 
these costs literally. We simply have to get in 
the market and find what the market is as to prices. 
I know I would be checked up on that remark by 
printers. We are not getting the majority of 
printers to even study the cost sheets that we prepare 
for them in our local office. We make 44 of these 
every month, we do it mechanically. The difficulty 
is to get the executives to take these monthly sum- 
maries and analyze them, I do not care what busi- 
ness it is. They receive these statements and often 
simply file them away, they do not wonder why it is 
when paying 90 cents an hour the total department 
cost is $2.50. 

I have spoken of over-equipment in this city; 
many printers are so desperate for orders, they do 
not look into these questions. 

Most of the large printers in Toronto are mem- 
bers of the international association. We have 103 
members here, we are doing 44 cost findings, and 
that is perhaps the highest percentage of any city 
in Canada or the United States. 

If any of you are interested in getting copies 
of these forms for your own work or study we will 
be very glad if you call at our office in the Metropoli- 
tan Building, I will give them to you freely. 





DISCUSSION 





THE CHAIRMAN (Mr. W. G. Donaldson): I am 
sure those of us who have had to purchase printing 
forms now know why we have had to pay so much. 
(Laughter.) 

Another thing, many of us will express sympa- 
thy with Mr. Parsons in that matter of getting the 
management of our industries to take an interest in 
the work of Cost Finding. That seems to be a con- 
dition difficult to overcome. 

Mr. TURNER: Is this system similar to the 


Printers’ Job Cost system adopted in Great Britain? 
MR. PARSONS: 


I do not know, I know this year 
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in Detroit there will be representatives of some very 
large printing houses in England. Some came to 
our Convention in Chicago last year and took home 
with them some of our Cost Finding methods. I do 
not think they distribute the indirect burden as we 
do. 

Mr. BELANGER: Has your organization given 
any thought to a problem we see in Montreal? -It 
seems the printing industry is more a private house 
industry. I know an institution that never orders 
any printed matter without asking for tenders, and 
the controller of the printing department was telling 
me, I do not know what will become of the printing 
industry in this city. I ask a price on a million 
labels (it is the Liquor Commission), and some 
prices are double others for the same labels. Some 
little man sets up a small press in his cellar or attic. 
On the other hand I know large printers who are 
only working four or five days a week. 

Mr. PARSONS: I started my talk with the his- 
tory of competitive conditions about fifty years ago. 
But a degree of unfair competition still exists. Years 
ago printers used to have what they called Boards 
of Trade. That is, printers would get together and 
make price lists, that would cover that million label 
order for instance. Others, not having as good ser- 
vice to give the customer, would simply trim that 
price about 10 per cent. We have been trying for 
years to engender greater mutual confidence among 
printers so that they will realize the dignity of their 
calling. But it is hard to get printers to realize 
that they must ask a proper remuneration for their 
work. 

The great trouble is over-equipment. This Ty- 
pothetae Handbook gives the reason for the ex- 
istence of Typothetae. The industry is an industry 
of small units. 25 per cent. of the 15,000 print shops 
in Canada and the United States have no employees, 
the owner himself does the work. Often he is a 
man who comes from the type room, a bright me- 
chanic who feels that he would like to have his own 
place. For a small payment down he gets into the 
printing business, without any intermediate busi- 
ness training. They are our competitors, and that 
competition is often very vicious. The Typothetae 
is trying to correct that. The Board of Trade idea 
as generally viewed, has been outlawed,—where 
printers would get together to fix prices. 

The Dodge Company have a book that tells you 
how long it should take for certain labor perform- 
ances in automobile repairs; we have a similar book 
in the printing industry. We had an estimating 
class in this city last year, with an average attend- 
ance of about 38, we paid men to come and learn 
estimating. My advice is to pick a printer that you 
have confidence in and stay with him. But we are 
all buying in the best market, and one cannot blame 
any purchasing agent for getting bids; I would do it 
myself. 
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Mr. THOMPSON: Do you keep any record of pur- 
chasing expense? 

Mr. PARSONS: Yes, that would be in the general 
expense of that department, and it goes into stock, 
storage and handling. If we run the interlocking 
with the books of account we take the total of the 
selling expense and call it a percentage on sales. We 
add the selling expense that we have found on a 
twelve months average, or set up a cost that we esti- 
mate until it is proved. 

Mr. HULBIG: You made the remark that 25 per 
cent. of the printers in Canada and the U.S. are 
doing all their own work. In what department are 
their expenses lower than those of the regularly 
organized printer? 

Mr. PARSONS: In a survey made in a certain 
city in the Pacific Northwest, a $4,500,000 sales 
community, it was found that 37 per cent. of that 
small type of printers were not getting a journey- 
man’s wage. I heard a man, a proprietor of a few 
machines, telling a fellow in an optimistic tone, “I 
am making $35 a week, 12 hours a day, I am doing 
fine.’ A few hundred dollars will put a man into the 
printing business, and then he cannot get out of it, 
he is like the under dog in a street fight, he would 
like to get out but he cannot. He is tied down with 
mortgages and instalment payments. If he is a 
strong man physically and nervously and hard-work- 
ing he may last to the age of 50 or 60, and some- 
times a man will break away from that group and 
do well, but it is not often done. 

Mr. HULBIG: You say you pro rate the selling 
expenses on the basis of sales, what is the justifica- 
tion for that? 

MR. PARSONS: I really do not know; but selling 
has nothing to do with production costs, but if we 
can segregate our selling expense and find the aver- 
age expense to sales it should lead to efficiency. An 
accountant in Detroit wrote us saying that 32 per 
cent. is what one man woke up to find that a certain 
salesman was costing him. So we want to know 
what selling percentages are. 

Mr. HuLsic: Is it not a fact that this system 
is the outcome of conferences with other divisions 
of the Graphic Arts trades? 

MR. PARSONS: Yes. 

Mr. Huusic: Then I think the idea was that in 
the standard unified system selling expense would 
be pro rata to manufacturing effort in the interlock- 
ing system. 

Mr. PARSONS: I can read what should be done. 
(Directions as to selling expense in Cost System In- 
struction book referred to). 

Mr. Hutpirs I understood you to say before 
it was pro-rated to the total sales. 

Mr. PARSONS: Well it is, but not in this par- 


ticular connection. 
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Mr. TURNER: Is the stock handling never treated 
as a direct charge? 

I had occasion to visit a large printing establish- 
ment in the United States, and one of the operations 
there was laying out the stock to the different jobs. 
The jobs were large and the stock handling was a 
large task, and it is conceivable that it could have 
been treated as a direct charge. 

Mr. PARSONS: There is on this individual job 
record a lire left for handling percentage. We do 
that on the individual job record sheet, but it is pro- 
rated. 

But where there is much stock handling, large 
volume, it is a direct charge on the individual jobs. 
Sometimes for instance special insurance is neces- 
sary in a large run, that is a stock handling expense, 
and a direct charge. 


LUNCHEON SPEECHES 


Chairman, Mr. T. S. Jardine, 
Chairman, Toronto Chapter 


SECOND DAY SESSION 


Regrets and Good Wishes 
DR. STUART C. McLEOD, 


Secretary, National Association of Cost Accountants 
Mr. CHAIRMAN AND GENTLEMEN, 

I am very pleased to be with you to-day and to 
take part in your first Convention. I was very much 
in hope, as were the directors of our Association, 
that some way could be found to merge the Can- 
adian Society of Cost Accountants with the National 
Association, and I am sorry that this could not be 
arranged, as the relations of the two societies have 
always been of the most pleasant and friendly char- 
acter. 

In spite of this mutual amity and respect it hap- 
pens that there are some bull-headed Scotchmen in 
each of them. Some of us who reside south of the 
line conceived the idea a few years ago that cost 
accounting is not a national instituion, any 
more than arithmetic or marriage, and we thought 
that from the standpoint of efficiency it would be 
splendid to actually marry these two organizations 
which up to that time had been merely engaged. 
There is such a thing as being engaged too long. A 
Seotchman said, “I went with my girl for eighteen 
years.” “Eighteen years before you married her?” 
“No, I didn’t marry her then because I knew her too 
well.” 

I think perhaps that is what happened to us. 
When I suggested that we amalgamate these two 
organizations into an Internationai society I was 
not able to “sell” the idea to some of these Scotch- 
men, and the result is that after some years you 
have decided to step out and develop your Canadian 
Society as an independent institution. I want to say 
that you have taken the step with our very best 
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goodwill and best wishes. I hope you will have every 
success, and that the Canadian Society will have the 
development which we have had south of the line. 
We are operating in a field that has tremendous 
possibilities. The National Association has grown 
from a membership of about 35 to about 4,000 in a 
little less than seven years. We are publishing some- 
thing over 2,000 papers a year. Our work is scattered 
all over the globe. What we have done, there is no 
reason you cannot duplicate, it is due to no particular 
genius or intelligence on our part,—I am speaking 
modestly, which I presume is the proper attitude to 
assume in public. The answer is simply that the 
industrial world to-day is crying out for the sort of 
service that we can give. We have come into a time 
of keen competition, which is going to become keener 
from now on. The time when there was a splendid 
margin between cost of production which no one 
knew and market price which everyone guessed at 
is past. The day when a man could inherit or marry 
a business or acquire one in some such way and make 
a success by guesswork is gone. The management 
of American industry, I use the adjective in the 
continental sense, is eagerly looking out for advice 
and help in that conflict, in which the survival will 
be to the fit. During the past five years a good many 
of the unfit have fallen by the wayside. There is 
only one answer to the competition which we are 
going to have to face from European countries and 
our own domestic competition, only one weapon we 
can use, that is good management, and good man- 
agement can only be based on knowledge, and the 
knowledge that management needs is that which you 
can supply. That is why our organization has 
grown and yours will grow, there is a real need for 
what w , have to offer. 

In déveloping that work I wish you all good luck. 
We have had membership in Canada; we had mem- 
bership in Canada at the time we entered into 
our affiliation, we have not quite as many mem- 
bers to-day as then, possibly we were a little 
too trustful and simple in our methods, should 
have been more grasping. Be that as it may, we 
hope we shall always have a membership in Canada, 
we shall always welcome any Canadians who care to 
become members of our organization. Their first 
duty is to their own society, we shall always tell 
them so, but if their interest in the work is sufficient 
to carry them beyond their own institution and they 
are interested in the work we are doing we shail 
always be glad to have them. I only hope I shall 
always be as welcome at meetings of the Canadian 
Society (especially in Montreal)! as you will be at 
functions which the National Association may hold. 
We are going to bring our National Convention to 
Chicago next year so that we may be as near as 
possible to you, and I hope we shall see many of you 


there. 
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“What About Your Future?” 
By C. E. KNOEPPEL 


Director Society of Industrial Engineers 


After the burst of humor we have just enjoyed 
my remarks will be in a more serious vein. If it 
were a toast I would entitle it “What About Your 
Future?’ 

In discussing that I shall first go far afield; to 
Mexico first, because it would be presumptuous for a 
citizen of the United States coming to Canada for 
his first visit in a business way to seem to tell you 
what to do, but there may be some lessons we can 
all learn from Mexico. I have a friend who has had 
the opportunity of studying industrial conditions in 
Mexico. He came back with a rather remarkable 
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story. In a shoe factory there, he noticed a number 
of automatic machines, but they were used only a 
small part of the time, then the workers would go 
back to hand work. He asked the reason; the owner 
of the business replied, ‘““We do not believe in your 
practice of installing automatic machinery and dis- 
charging a large part of the working force. But as 
people die or leave we do not replace them, we are 
gradually bringing our force down to a number 
sufficient to man these machines. But we do not 
discharge employees because we can get machines to 
take their places.” 


An expectant mother was given a month’s va- 
cation before the arrival of the child, and a month 
after. I happen to know a place in the States where 
the policy is to discharge such women as soon as the 
matter is known. 

In another factory there was in a certain depart- 
ment a large sign “Pedro Gonzales.” This man sup- 
posed it stood for some military leader or some great 
man in the councils of the State. But on enquiry 
he was told, ‘‘No, of course, it is our oldest employee 
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in that department.”’ A mark of honor and respect 
to that aged worker. 

I cite those three incidents out of many to show 
that the United States has much to learn from 
Mexico in recognition of spiritual values in industry. 
That point was brought out here last night in the 
great speech we heard from Sir Joseph Flavelle. 

Now let us go from Mexico to the Directors’ room 
in one of the sky-scrapers of New York. Assembled 
in this ornate room are twelve men looking con- 
tented, pleased and prosperous; it was the day for 
declaration of a dividend; they were going to “cut a 
melon.” Beside the Chairman is a man who is 
neither a stockholder nor a director; he had been a 
Cost Accountant; he had delved into industrial engi- 
neering somewhat, had been sales manager, he was 
an employee of the company and had become so 
valuable from his broad knowledge of conditions 
affecting the business that he was in attendance at 
this directors’ meeting. 

There was a large cash balance in the treasury 
and behind the cash a fine surplus. The motion to 
declare a dividend was made. This man said: “I 
have some evidence here which I think will interest 
you, and my recommendation to this Board is that 
the dividend be passed.” He told me afterward that 
if looks could kill he would have died then. They 
were startled and asked him why. He showed them 
some charts and figures; he said, “my prediction is 
that within the next 60 or 90 days certain things 
are going to happen, and the declaration of a dividend 
will result in this position,” which he explained to 
them. 

There was debate; discontent and dissatisfaction 
were apparent, he felt before it was through that he 
might lose his position. But he had facts and in- 
formation that convinced them that he knew more 
about the business than the 12 at that board meet- 
ing. They passed the dividend, and within 60 days 
the conditions he had predicted did happen. Then 
the directors congratulated him on his insight and 
judgment. 

He was the Comptroller of the Corporation. 

I mention that for the reason that if I had any 
criticism that I could presume to offer this organiz- 
ation it is that its name is too narrow, from the 
angie of your Canadian problems, as I have had them 
outlined to me. Many of you of necessity have to 
do Industrial Engineering work; may of your in- 
dustrial engineers have to do Cost Accounting work. 
More and more in the States the Cost Accountants 
and the Industrial Engineers are getting to be Comp- 
trollers. They have to take hold of the financial 
situation. When one of the great independent oil 
corporations has a man not a director tell it not to 
declare a dividend, when his moral power and his 
intimate knowledge of conditions affecting the busi- 
ness is such that the Board is governed by his 
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statements, that is a function which we must recog- 
nize and attempt to measure up to. 

Any of us who consider world-wide problems, 
European, South American, Mexican, the problems 
of this part of the continent, realize more and more 
that the answer to those problems lies with the 
Anglo-Saxon race, England, Canada and the United 
States. The more I examine the problem from pre- 
war and post-war angles, the more I see that the 
thinking, the spiritual values, and the achievements 
of the Anglo-Saxon put him in a position of potential 
leadership. You have here a man from London who 
has done a great work in attempting to get Manage- 
ment there to do what we are succeeding in doing in 
the United States and Canada, Mr. Elbourne. 

Therefore it seems to me that now you have 
started to walk on your own feet, in company with 
the two great organizations, the Society in Great 
Britain and the Society of Industrial Engineers, 
something might be worked out that would be like a 
three-legged stool; first your Cost Accountants’ 
group, not mere gatherers of figures, but inter- 
preters; your Industrial Engineering group, and 


your Financial Control angle. When you can build a * 


structure on those three supports you have got some- 
thing. Then if we can think of a three-legged stool 
in which England, Canada and the United States 
form the supports, what a combination that is from 
the standpoint of control, the three great parts of 
the Anglo-Saxon race. 

Getting back to this matter of human values, we 
have to give more of our attention to that. Mexico 
can teach us something from that standpoint. Many 
leaders are stressing the fact that we have insuffi- 
cient appreciation of spiritual values. 

So it seems to me you might give some thought 
to the question of change of your name to include 
the Industrial Engineers. In many ways their work 
interlocks with yours, so much so that the member- 
ship should be included in one society. Then through 
affiliation with the two great U.S. bodies and the 
Society in England we can help the great work that 
Mr. Elbourne is behind, something that might be 
called “cross-fertilization” can be done. After all 
England is our common mother. And we shall have 
these two kinds of three-legged stool and we shall 
develop that position of control as in that Directors’ 
meeting and shall be asked whether or not dividends 
should be declared. 





E. T. ELBOURNE, 
Hon. Director, The Institute of Industrial Administration, 
London, Eng. 
Mr. CHAIRMAN AND GENTLEMEN, 

I am reminded of something you have probably 
heard,—excuse this harping on Scotchmen, but it is 
necessary in view of what Mr. Knoeppel said. 

A Scotchman went to London on business. When 
he got back home they asked him what he thought 
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of the English. He said, “I didn’t meet any.” But 
didn’t you go to London to see the Government? 
“Yes,” he said, “but I only saw the heids o’ depairt- 
ments.” 


I am reminded of that when I come to this Can- 
adian Society of Cost Accountants, I shall be asked 
what I thought of the Canadians, I am afraid I shall 
have to repeat that story. 


Mr. Knoeppel makes very kind reference to the 
work attempted in London. It has been my privilege 
to spend some few months in the States, it was 
accident rather than management, in fact I venture 
to say Providence more than management brought 
me to Toronto, because it has given me an experience 
that I value more than any other that I have had in 
this short trip from England. I cannot but use this 
opportunity to express my very real gratification in 
coming among you and finding such high ethical 
standards prevailing in business. We have many 
faults at home, I am not going to dilate on them, you 
know more about them than we do—(laughter)— 
but there is one thing that we are afraid of admit- 
ting, ethical conceptions. We are afraid to talk 
about uplift. That has been popular in the States, 
perhaps we think they talk about it but don’t do it. 
It reminded me of Stephen Leacock talking about 
graft and that sort of thing, he was talking to Eng- 
land and referring to the States and said that in 
America the politicians will do anything for money, 
then as we sat up to receive the well deserved re- 
ward of our virtues he said, “In England they will 
take your money and do nothing for it.” Anyway 
the point is you are not ashamed to talk of ethical 


values, although you know you still have some fail-- 


ings left,—at least I assume that for the purpose of 
argument. 

When I go back, I do not know that my small 
voice will be heard, but there is one thing I intend to 
say, and which I can associate Canada with America, 
that is, that there is in operation in America (in the 
continental sense) an ethical intention to get to the 
truth. It seems to me that such an effort is going 
to have great moral value in the improvement of the 
world. It may be that it falls short of deserving the 
name of spiritual value, but it seems to me that when 
groups of men get together and decide as a first 
principle that they are going to get the truth, be 
satisfied with nothing but the truth in a particular 
field of enquiry, you can call it the scientific spirit if 
you will, but whatever you call it you apply that 
spirit in industrial matters, which are not so sus- 
ceptible to laboratory treatment, then you are doing 
a work which I believe will justify Mr. Knoeppel’s 
reference as one of spiritual value. 

I took the liberty of mentioning to the Rev. Mr. 
Paulin that I felt that the church would see in this 
attitude something that it must cultivate and sup- 
port. When I was in Chicago the Church Council 
of America issued a statement relative to Labor Day, 
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in which there is a quotation bearing on the question 
of goodwill and relations in industry, and it admits 
that good management is necessary if these relations 
are to be lifted to a higher level. Those are not the 
words at all but that is the idea. I hope it will 
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catch the eye of some leaders of spiritual thought in 
England, because they must admit that they cannot 
get it by all this goodwill business, this weeping on 
each other’s necks, there has to be something differ- 
ent from what the movies call sob stuff. You can 
see I am not accustomed to these terms, I may mis- 
apply them, but in other words, getting down to 
brass tacks (not sitting on them). Excuse me mix- 
ing these high things with these lower things. 

I think Mr. Knoeppel has given you a lead. This 
Society in starting out on its second stage, which will 
take you a very long way, should benefit by the mis- 
takes,—no doubt mistakes have been made,—it 
should benefit by the activities, the limitations that 
others find imposed upon them, you can in a sense 
start where others left off. Frankly I hope the 
Canadian Society of Cost Accountants, under that 
title or whatever title you may adopt, will be the 
means of reviving in Great Britain,—shall I broaden 
the term, we do not want to forget our good friends 
north of the Tweed, they do not forget us,—reviving 
that movement there, it takes a lot of lifting up. I 
am hoping that the action of this Society will be an 
inspiration to the English Society to go on, not where 
you leave off, because it can hardly hope to catch you 
up at the rate you are starting, but we hope to con- 
stitute a reliable third leg in that stool mentioned 
by Mr. Knoeppel. 


But I do not want you to rely too much on that 
third leg, I would have some deputy arranged for so 
that the stool does not break down, it may come from 
Mexico, but we are rather slow to move in England, 
we have our virtues, but like most virtues it has its 
defects, and they are nowhere more noticeable than 
in the economic field. 
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THE CHAIRMAN (T. S. Jardine): The proposal 
that Mr. Knoeppel has made is somewhat new to us; 
it has been discussed and will be brought up for fur- 
ther discussion by the Board. Any success this 
Society can have depends not on the Board, not on 
your Executive, but on every man who is willing to 
take hold and work. 

Behind human life, behind all life, there is one 
thing—CREATION. It is the mainspring. If every 
man in our Society will just attempt to build one 
brick into the edifice, to add one more member, the 
Chapters will grow, and the Society will grow, what- 
ever name we may call it. Any affiliation we may 
make will be, if anything, something along the line 
Dr. McLeod was talking about, with no idea of ultim- 
ate marriage. 

In connection with the work of Toronto Chapter 
this year, we have the program under way and we 
are trying to broaden the subjects. Roughly, we 
expect to cover taxes, forecasting, budgeting, the 
determination of materials to be purchased, and some 
more work on Standard Costs, factory overhead, 
monthly statement and balance sheets. This is 
rather a broad field, giving a chance for wide dis- 
cussion and opening up opportunities for growth. 

In the past three years that I have been connected 
with Toronto Chapter we have had approximately 
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twenty men out of a membership of 185 who have 
taken an active part. Any one of these 135 can, if 
they think they can, take hold and do any of the 
work. It is entirely a matter of having confidence 
in your own ability. 

We want to increase our membership and we pro- 
pose to offer more than we have been able to do in 
the past. Co-operation will be the keynote, and that 
does not mean passive co-operation. It will be active. 
What any man wants, we are going to endeavor to 
give him. It may mean night work for some of us, 
but it will be done gladly. 

Modern methods in Cost Accounting must be ad- 
opted. Those of us who have families growing up 
know what it is to be told we are not modern. They 
tell us “we do not do it that way now-a-days; you do 
not understand.” Maybe not, but we are being 
taught. Constructive thinking is the need of to- 
day. We can get any number of men in offices and 
at a very mcderate wage level, but how many of 
them are able to take hold and think for themselves. 
If there has been any lack in our Canadian edu- 
cational system in the last 25 years, it has been that 
we were not taught to think logically and construc- 
tively. We, in the offices, have to train our men to 
do just that thing. 


DISTRIBUTION COSTS 


By WM. B. CASTENHOLZ, A.M., C.P.A., MA.LA. 


Director, National Association of Cost Accountants. 
Director, Department of Higher Accountancy, La Salle Extension University, Chicago 


Chairman, Col. R. R. Thompson 
FIRST AFTERNOON SESSION 


THE CHAIRMAN: We are now to hear Mr. 
Castenholz, one of the leading authorities in the 
United States on Cost Accounting, and who has made 
a specialty of certain features, which he will discuss 
this afternoon. 

Mr. CASTENHOLZ: I know this is going to be an 
interesting session because Mr. Jamieson is here and 
I know he will oppose what I have to say, he did it 
at the recent Convention of the N.A.C.A. But I 
think Mr. Wright is also here and will probably en- 
dorse some of the positions I take, because he has 
seen worked out successfully in practice some of the 
things | am going to advocate. 

I think our great author Emerson at one time 
said, There is nothing permanent except change. In 
other words, there is nothing settled in this life. 
Everything moves, I think Heraclitus said, it is the 
same thought. There is evolution in all things. 
Minds develop, physical conditions develop and 
change. So it seems to me we must recognize that 
there must be changes in accounting procedure in 
connection with business. I believe that those of us 
who can anticipate those changes and possibly help 


to guide the mind in the proper direction toward 
those changes are doing a real constructive service 
to our profession. 

I am not one of those wild-eyed Bolsheviks who 
come to conclusions without having investigated the 
problems that the conclusions are drawn from. I 
believe I am inclined to give careful analytical con- 
sideration to the factors that form the basis of my 
opinions. 

The Cost Accountant has succeeded very well in 
isolating the gross profit germ. This has been due 
to the installation of scientific cost systems which 
have made it possible to know quite accurately the 
manufacturing costs of each and every type of prod- 
uct sold. We know gross profits from sales because 
each sale represents a known inventory cost. All 
the expenses of making an article, whether direct or 
indirect, and the substance cost find their way into 
the finished parts or finished products inventory ac- 
counts; in other words, Cost Accounting, in modern 
practice, is a process of building up inventory 
values; expenses are not recognized as such in this 
process. When the end is reached, therefore, we find 
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all manufacturing costs lodged in finished inventory 
accounts from which the unit values are readily de- 
termined. Naturally, when any of these units are 
shipped, because sold, it is a simple matter to charge 
cost of sales and credit the proper inventory account. 


During the last decade, and even earlier, ac- 
countants have emphasized the need for monthly 
profit and loss statements. In this day of keen 
competition it is decidedly dangerous, and certainly 
unbusinesslike, to wait until the end of a fiscal year 
for the determination of profits by means of the 
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annual inventory test. In order to have a current, 
or at least a monthly knowledge of business profits, 
and in order to know the current trend of the profit 
factor, it has become necessary to know inventories 
currently. As a result of these needs, the concept 
and procedure of perpetual inventory systems were 
injected into business. In retailing now all pur- 
chases of saleable goods go into inventories, to which 
may be added freight, handling charges, etc., the 
total representing the values to be charged out of 
these inventories when goods are sold. In manufac- 
turing, the raw material purchased is inventoried at 
certain values; to this, as the raw material is drawn 
into production, are added the direct labor and the 
factory overhead expenses, and again we reach in- 
ventories; the goods in process of manufacture are 
inventories representing material, direct labor and 
factory overhead costs; the goods when finished be- 
come inventories and include the same elements of 
cost. At no stage are costs and expenses regarded 
as expenses in the Cost Accounting procedure—they 
all become increments of an inventoriable value. 
Quite naturally, then, if the cost system is sound 
and accurate, the values finding their way into the 


COST AND MANAGEMENT 81 


cost of sales account are sound and accurate, and 
the resulting gross profit is properly stated. 


Now, please note that the gross profit is thus 
properly determined each month on each month’s 
sales irrespective of the value, quantity, or variety 
of the monthly sales, because whatever the sales may 
be, the proper inventories out of which the pro- 
ducts were sold are credited with the unit costs re- 
flected by the inventory accounts, and the proper 
cost of sales accounts are charged; the gross profit 
increment of sales is therefore successfully isolated 
each month. 

It must be admitted on “a priori” ground that 
a successful sale in manufacturing must contain the 
following value increments :— 

1. Manufacturing Costs. 

a. Raw Material Costs. 

b. Direct Labor Costs. 

ce. Factory Overhead Costs. 
2. Distribution Costs. 

a. Direct Selling Costs. 

b. Indirect Selling Costs. 

3. Administrative Costs. 

4. Financial Costs (not including interest on 
investment or on borrowed capital). 

5. Business Profits (including interest on the 
investment, profits shared with others who 
supply working capital,—in other words. 
interest on borrowed capital, and rewards 
for risk and entrepreneur ability, exclusive 
of managerial, stipulated salaries). 

As stated before, modern Cost Accounting proce- 
dure has made it possible to successfully isolate each 
month the gross profit increment of monthly sales. 
The object of this paper is to offer suggestions which 
may lead to the successful isolation of the business 
profit increment of sales each month, and to state 
emphatically that this cannot be done until the Dis- 
tribution Costs, the Administrative Costs and the 
Financial Costs are interpreted and treated in a way 
similar to manufacturing costs. 


Now, if it is true that each sale contains the in- 
crements known in combination as the cost of sale, 
it is equally true that each sale contains the incre- 
ments of Distribution, Administrative and Financial 
Costs, and that these latter increments are differ- 
ently present in the variety of sales made by the 
manufacturer. We know that in the manufacturing 
process one particular product may pass through 
one series of machine operations, whereas another 
product may pass through an entirely different set 
of machines. We not only know this, but we recog- 
nize it and record it in the varying inventory unit 
costs and in the cost of sales accounts as and when 
goods are shipped. We know also that in the dis- 
tribution process finished goods are sold in all their 
varieties under different marketing conditions which 
lead to sales of certain products in some territories 





82 COST AND MANAGEMENT 


and to sales of entirely different products in other 
territories, all combined with many varying local 
sales conditions and with a great variety of selling 
expense factors. But, strange to say, although we 
know of these variable distribution problems and 
costs, just as we know of the variable production 
factors and costs, we do not recognizé the former in 
the same way and we do not record them against 
the particular sales that have created them. The 
manufacturer’s monthly profit and loss statement is 
sound only to the gross profit point; after that the 
statement is untrue, illogical, and positively mean- 
ingless, and it will continue to remain so until we 
have applied against monthly sales a unit commer- 
cial and distribution cost which will incorporate all 
of the variables applicable to sales of the different 
products in the different sales territories. Please 
bear in mind that the reference is to the monthly 
profit and loss statement, and not to the annual 
profit and loss statement, wherein the slate is gen- 
erally cleaned because of the final inventories and 
the various adjustments. But also, please bear in 
mind, that the annual profit and loss statement may 
be fairly accurate as a whole, and yet, even though 
a profit be shown, may be very defective in not giv- 
ing expression to the individual variables which ef- 
fect the sales under different selling conditions, and 
which might properly lead to certain adjustments 
of the distribution cost factors. 


Business, and the expression of business facts 
and operations, must be founded upon actually ap- 
plicable factors. In manufacturing Cost Accounting, 
we apply the inventoried cost of commodities as 
cost of sales against specific sales each month, and 
we disregard absolutely the booked or actual expen- 
ditures for plant operation, because the operating 
costs of the plant during a particular month have 
nothing to do with costing the sales that have been 
shipped that month. The contention is now made 


that the distribution expenditures, or in fact the - 


entire commercial costs of any particular month 
have nothing to do with the shipments or sales of 
any particular month; that is, there is no direct re- 
lationship except possibly in a strictly cash at sale 
business where the expenses flex directly and auto- 
matically with the sales. Gross profit in manufac- 
turing is now determined from known facts and 
truly represents the gross profit month by month of 
the sales that are booked, no matter how they may 
vary in volume or type; this is true just because we 
have divorced the monthly manufacturing costs 
from monthly sales; we have realized that there can- 
not be any relationship. And yet we stoop to the 
absurdity of deducting from the accurate monthly 
gross profit all so-called commercial costs just as 
they may happen to occur each month, thereby ut- 
terly distorting the monthly costs of distribution of 
the monthly sales, and the monthly net profits. The 
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following comparative monthly condensed profit and 
loss statement illustrates the point :— 











Items Jan. 1925 Feb. 1925 Combined 
Sales $200,000 $500,000 $700,000 
Cost of Sales ................... 120,000 300,000 420,000 
Gross Profit .....................$ 80,000 $200,000 $280,000 
Administrative & Sell- 

ing Expense .................. 100,000 70,000 170,000 
Net Operating.................. Loss Profit Profit 
Profit or Loss —........ $ 20,000 $130,000 $110,000 


This statement is not imaginary. In round 
amounts it represents the book figures of a prosper- 
ous manufacturing concern that operates under a 
very effective cost system, the latter providing an 
accurate statement of gross profits on each month’s 
sales. The concern sells one class of goods on which 
the unit manufacturing cost has been determined. 
This is at once apparent when we note that the total 
cost of sales was sixty per cent. for both January 
and February. The cost of goods sold was, of 
course, applied against sales by crediting the inven- 
tory account and charging cost of sales. The cost 
of sales was in no way influenced by the monthly 
factors which are involved in purchasing or produc- 
tion; in fact, the goods shipped in January were 
probably manufactured during the prior year. 
Doubtless the manufacturing activities were exten- 
sive in January because shipments in February were 
$500,000; purchases of raw materials, disburse- 
ments for labor and the allocated factory overhead 
in January may, in fact, have exceeded the $200,000 
of January sales. But this makes no difference as 
to the cost of sales for January, because, quite irre- 
spective of what goes on in purchasing and manu- 
facturing, only the inventoried costs of the particu- 
lar goods shipped in January go into the cost of 
sales account. In fact, had there been no sales at 
all in January, the actual expenditures for manufac- 
turing, no matter how large, would not receive con- 
sideration, because they would be treated as building 
up inventory values to be included in the profit and 
loss statements of succeeding months only when 
these values were released through sales. 

But now look at the administrative and selling 
expenses included in these monthly profit and loss 
statements. These represent the actual expenditures 
during the two months. In January $100,000 was 
expended and the statement shows a net operating 
loss of $20,000; in other words, the impression is 
conveyed that it cost $100,000 to sell $200,000 of 
commodities and to administer the affairs of the 
company. In reality, the $100,000 represented very 
largely the expenses of securing sales orders for 
future delivery, in addition to the administrative 
costs. Even administration was probably not par- 
ticularly exercised about the January shipments; 
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management is not a calendar month proposition, 
but concerns itself with the policies of production, 
purchasing, selling, and financing as related to the 
whole problem of business success. Administration 
affects not any particular sale or any particular 
month, but influences all sales and the entire natural 
period of business operations, whatever that may be. 
Why, then, place these expenses and the actually in- 
curred selling expenses into the monthly profit and 
loss statement as the expenses are defrayed? It 
certainly did not cost $100,000 of selling and admin- 
istrative activity to make shipments or sales of 
$200,000 in January, nor did it cost only $70,000 to 
market $500,000 of commodities in February. 


But what did it cost to make these sales and how 
much of the administrative expenses should be ap- 
plied? The answer to this question has two angles, 
each representing a distinct plan of expense alloca- 
tion. The one would take the entire administrative 
expense for a period (say one year) on a budgeted 
or predetermined basis and would charge to each 
month portions thereof corresponding to the relative 
monthly sales, and would charge distribution or sell- 
ing costs against the sales in accordance with a pre- 
determined unit distribution cost based upon what 
this cost would be in the various territories to which 
products were shipped, or upon departmental selling 
costs in the case of retailing. The other angle of ap- 
proach, while fully recognizing the need for varying 
distribution costs by territories, and possibly by 
products (in manufacturing) and by departments or 
classes of merchandise (in retailing), would con- 
sider the administrative expenses as contributing 
either to production or distribution (in manufac- 
turing) or to purchasing or selling (in retailing), and 
would therefore absorb the administrative expenses 
as production, purchasing, and distribution overhead 
items. This latter angle assumes that administra- 
tive expense does not have a separate existence, that 
there is no administration just for administration, 
but that managerial functions serve both production 
and distribution, in the case of manufacturing, or 
purchasing and selling, in the case of retailing. The 
writer has worked out numerous suggestions as to 
possible methods of allocating administrative ex- 
penses according to this point of view, but space for- 
bids their inclusion in this particular paper. 


The fixing of distribution costs in the case of a 
manufacturer who sells his products in different ter- 
ritories where selling and marketing costs vary, 
seems to offer, in the speaker’s opinion, sufficiently 
important problems to warrant some very decided 
attention from accountants. Every manufacturer 
should certainly be interested in knowing the profits, 
or perhaps losses, which result from sales made un- 
der widely varying selling conditions. Such infor- 
mation is vital, if business is to be intelligently 
planned, and capacity profits are desired; in fact, 
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when such information is available, and then only, 
can there be intelligent planning and sound market- 
ing policies. 

If, then, it is possible (and we as accountants 
must assume it to be so) to obtain, by one method 
or another, a unit commercial cost which will em- 
brace both distribution and administrative expenses, 
monthly profit and loss statements may be prepared 
which will have a true meaning and which will con- 
vey a proper message for the guidance of manage- 
ment. We must emphasize again that this unit com- 
mercial cost will vary either by territories (in manu- 
facturing) or by departments or classes of merchan- 
dise (in retailing). Let us assume that such a 
procedure is in vogue and let us apply it to the 
comparative profit and loss statements previously 
illustrated in this paper. Suppose that the sales re- 
ferred to were all on a forty per cent. gross profit 
basis (as illustrated), but that the sales were made 
in three different territories where it was found that 
distribution costs varied, and that, with the applica- 
tion of administrative expenses, the commercial 
costs were, per dollar of sales, as follows :— 


Territory A 
Sales: January, $75,000 February, $200,000. 
Commercial unit cost per dollar of sales, $.25. 


Territory B 
Sales: January, $70,000; February, $180,000. 
Commercial unit cost per dollar of sales, $.22. 
Territory C 
Sales: January, $55,000; February, $120,000. 
Commercial unit cost per dollar of sales, $.21. 


On the basis of these data the monthly profit and 
loss statement for January would be as follows :— 


JANUARY, 1926 


Territories 
Items A B C Total 
ne $75,000 $70,000 $55,000 $200,000 


Cost of Sales .. 45,000 42,000 33,000 120,000 





Gross Profit.....$30,000 $28,000 $22,000 $ 80,000 
Administrative 
and Selling 
(Unit Com. 
Costs)... 18,750 15,400 


11,550 45,700 





N et Operating 

rae $11,250 $12,600 $10,450 $ 34,300 
Per cent. to 

Sales... 15 18 19 17.15 


A similar statement could be prepared for Febru- 
ary, and $114,800 of commercial costs would be ab- 
sorbed in that month—namely $50,000 in Territory 
A, $39,600 in Territory B, and 25,200 in Territory 
C. The total commercial costs absorbed in both 
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months would then be $160,500, and not $170,000, 
the actual expenditures. There is nothing alarming 
in this situation; it simply means that the month of 
January was the month in which the salesmen, and 
probably other selling agencies, were working at 
peak—not working for the month of January alone, 
nor for January and February together, but for 
the entire period of business activity. The ex- 
penses have been allocated in accordance with the 
results obtained from the efforts which created the 
expenses. The net profit for the two months com- 
bined would now be reflected in the sum of $119,500 
($34,300 for January and $85,200 for February), in- 
stead of $110,000. 


If these matters are to be reflected in the ac- 
counts, the procedure is very simple. The actual 
expenditures each month for commercial costs may 
be charged to “Deferred Commercial Costs,” with 
subheadings in an analysis ledger to designate the 
nature of the expenses. The predetermined com- 
mercial cost (on a unit basis, as above illustrated) 
may be charged to “Commercial Costs” each month, 
with a credit to “Reserve for Commercial Costs.” 
If calculations have been accurate, the deferred ac- 
count and the reserve account should approximately 
offset one another at the end of the year. 


We have thus far not indicated the treatment of 
financial costs. These should be predetermined and 
allocated to sales units (territories, products, de- 
partments or classes of merchandise) on the basis 
of the relative total costs charged against the sales 
units, which in our illustration would be the sum 
of cost of sales and allocated commercial costs. 


By reference to the illustration, once more, it will 
be noted that quite a difference exists in the relative 
net profits in the territories. One can readily ap- 
preciate the possibility of even a greater difference 
if the products sold were at different gross profit 
rates, and were not proportionately distributed over 
the various territories. This naturally emphasizes 
the need for gross profit determination on each type 
of product shipped into the territories, even though 
the application of commercial costs may be on the 
basis of dollar sales for each territory. This sug- 
gestion readily becomes of value when one realizes 
that it may be quite impossible, in many instances, 
to prorate distribution costs (as, for example, selling 
salaries and expenses and the expenses of sales man- 
agement) to specific products; in most instances 
salesmen sell all products. It is extremely valuable, 
however, to know the gross profit (and this is sim- 
ple) on each type of product so that the sales may 
be properly proportioned in the territories, and ade- 
quate quotas fixed so that the plant may operate as 
nearly as possible according to normal capacity as 


dictated by the nature of the plant equipment. 


We need to know the costs of distribution, in dif- 
ferent territories where they may vary greatly, as 
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much as we do the cost of the different processes of 
manufacture. You would not lump all your factory 
overhead into one total and distribute it. We try to 
localize manufacturing operations so that the pro- 
duct is burdened only with the cost of the particular 
process through which the product passed. The pro- 
duct sold only in certain territories has no right to 
be burdened with a general distribution cost, it 
should be burdened with the cost of distribution or 
administration applicable to the particular territory. 
It is the cost accounting principle applied to the 
problem of distribution. 


For instance we may find that it does not pay as 
well to sell by certain methods in one territory as it 
does in another. The answer is not the abandonment 
of that territory, but the establishment of a differ- 
ent policy of selling, which we would never have 
arrived at if we had not made that kind of analysis 
of distribution. You cannot know unless you investi- 
gate and analyse. The purpose is to give manage- 
ment an effective policy. 

It is our aim to properly isolate net profit as well 
as gross profit. 

In closing I would like to stimulate the 
thought that all costs and expenses in business may 
be assumed to create recoverable values, and that it 
may not be unreasonable to hope and to predict that 
some day all costs and expenses will become inven- 
toriable, instead of only those which represent costs 
and expenses of manufacturing and of purchasing. 
Just why the inventory point should stop at either 
the purchase cost or the manufacturing cost has al- 
ways been a mystery to the writer; manufacturing 
inventories include depreciation, insurance, taxes, 
repairs, light, heat, power, salaries and wages, in 
addition to material costs; these are all expense 
items. Why should the line be drawn against dis- 
tribution and administrative costs which are also 
expense items, many of which are of the same na- 
ture as the manufacturing costs? Are not the dis- 
tribution and administrative costs recovered in the 
same manner and at the same time as purchase or 
manufacturing costs, that is, through sales? 
Would a manufacturing inventory be worth its cost, 
if sales did not oceur? Is not the inventory 
principle recognized in full when sales are set up as 
accounts receivable? The account receivable in- 
cludes all cost and expense increments and the profit 
besides. Should not the salable finished inventory 
which is the potential of accounts receivable, also 
include the total costs and expenses which it will 
return to the business the moment it is shipped to 
customers? If a business continues as a going busi- 
ness, if sales alone create profits, and if the collec- 
tion of the accounts receivable result in the recovery 
of all costs, expenses, and the profit, then may it 
not be quite safely assumed that all costs and ex- 
penses in business create economic values, in fact, 
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inventoriable values, which should be reflected in 
the books of account, or at least, statistically? May 
not the accountant very advantageously give some 
weighty thought to these considerations? 

Then we develop the Budget Control idea. I 
think I am safe in making the prediction that the 
accounting of the future is going to be an accounting 
for the future. Not an accounting which is a mere 
record of the past. Of course we need a record of 
the past in order to check up on what we have done. 

But we are coming more and more to the stage 
where we are going to project what should happen, 
the financial status that should exist at some future 
date. That is one of these ideals that is going to 
help the whole problem of national economy. 

Business should chart its channel of progress 
and then check its accomplishment, then I am sure 
business failures would be greatly reduced. And 
has not that its effect upon national economy and 
national wealth? 





DISCUSSION 





Mr. JAMIESON: As my name was mentioned, 
and as on a previous occasion in Detroit we had 
the opportunity of having a most enjoyable exchange 
of views, I may be permitted to lead off the discus- 
sion, and present the other side of this very import- 
ant question. 

It seems to me that perhaps eighty or ninety per 
cent of what Mr. Castenholz recommends is true, 
sound, reliable and useful, but I am not sure that I 
can endorse him to the extent of one hundred per 
cent. That may be because of error in myself or 
lack of experience. Iam here to learn, and possibly 
as the result of the discussion I may be caused to 
amend my views. It is often said that one changes 
one’s opinions, but it is perhaps rather that we 
should endeavor to look on change more in the sense 
that a tree changes, it grows. Therefore probably 
Mr. Castenholz will admit that as time goes on his 
ideas on that important subject may ripen and 
mature. 

Mr. Castenholz approaches this vital problem as 
an enthusiastic accountant. For my part I seek to 
approach it from the point of view of the executive. 
It seems to me that the executive must look to his 
accounting system for information which will be 
useful and in the form in which it is most useful. 
Taking the end of his story and the similarity he 
would draw between Accounts Receivable and In- 
ventory, I point out this difference, that Accounts 
Receivable on the books, while it does represent the 
elements of factory cost, distribution cost, adminis- 
tration cost and profit, has behind it something else, 
namely the promise to pay of a purchaser. Whereas 
the Inventory of unsold goods does not possess that 
very important element. Therefore a business man 
would be foolish indeed if he were not to recognize 
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the difference between those two assets, and would 
to a great extent be fooling himself. 

I agree that the territorial analysis that Mr. 
Castenholz puts before us is absolutely necessary, in 
fact I do not know of any business in Canada that I 
have had the privilege of serving that does not have 
such an analysis and has not had it for a long time. 
It must indeed be a very small business that does 
not seek to keep account of its distribution costs, 
not merely by territories but by salesmen. I do not 
think Mr. Castenholz has placed before us as clearly 
as might be done the real question, which I think is 
this: Are we going to seek to distribute and fasten 
to the product all our costs, or only part of them”? 
I say that we should fasten upon each of our pro- 
ducts only part of them, and I make this distinction, 
that in the expenditures which are undertaken by a 
business, be they of the nature of factory expenses, 
distribution expenses or administration expenses, 
you find that they are of two classes, first the ex- 
penses which have been undertaken for the general 
purposes of the business and without regard to any 
particular product or particular sale; then there are 
indeed certain expenses, factory expense, distribution 
expense, and even administration expense, which 
have been undertaken solely and purely as a result 
of certain specific undertakings, the decision to 
manufacture and sell certain particular things. I 
think that any individual line such as that should be 
settled with those expenses which are directly in- 
curred for it. 

' In considering this question of territorial costs 
there comes to my mind another distinction. It 
came to me this morning as I listened to Mr. Parsons 
of the Typothetae. Mr. Parsons made it clear that 
they sought to charge all the costs, and I could not 
quarrel with their decision, because there is a need, 
there is every reason why they should do so. The 
reason is simply that that Association is making up 
costs, not for one business operating in one territory, 
but for a great number of businesses, and it would 
fall down in its obligation if it did not show the cost 
of manufacture, distribution and administration of 
business “A” as compared with the cost of business 
“B.” You have in this case a somewhat similar 
condition. We may have a small manufacturer oper- 
ating in Toronto, he may have only one territory, I 
do not suppose Mr. Castenholz would recommend 
that all his administration and distribution cost 
should be fastened upon certain products. But in 
this case we have three or four different businesses, 
and there was some reason for such of the costs as 
are directly incidental to the different territories 
should be fastened upon those territories. But I do 
feel that such of the costs of distribution: and ad- 
ministration as are not incidental to any particular 
commodity or district should not be so fastened upon 
them, and that in doing so you are only adding on 
things which have got to be shortly taken off. 
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I have no objection to them being added on under 
a line, provided I get the vital information, that is, 
the gross profit. 

It seems to me the practical method of approach- 
ing this problem is this, I also stand upon the Budget. 
I want to know what business I can reasonably ex- 
pect. I organize my factory, my distribution 
organization, my administration, with the object of 
getting that business. I incur certain fixed charges, 
general salaries, taxes, insurance, etc. I am de- 
finitely committed before I commence to sell one 
item of my general line of products to an expenditure 
of say $300,000. We know that we have got to put 
out in the market and sell goods which will produce 
$300,000 before we make a dollar of profit. 

Then I institute my cost accounting system. Find- 
ing out what I can sell I determine also by estimates 
what products and in which markets, and at what 
profits will yield me the greatest amount towards my 
$300,000 and the profit I wish to have for the 
general betterment of my business, my employees, 
my plant and by reserve fund, and my shareholders. 

While listening to Mr. Castenholz it is very diffi- 
cult to disagree with him, he is so enthusiastic we 
cannot help ourselves. Enthusiasm is all right up 
to a point but beyond that it is wrong. I try to 
show that point when I say that such expenses as 
general expense cannot and should not be distributed 
over the product. 





Mr. CRAIG: I do not know whether I stand mid- 
way between Mr. Castenholz and Mr. Jamieson or 
whether I am not entirely on Mr. Castenholz’ side 
and rather ahead of him. 


I have had to break a lance with some of my 
chartered accountant friends more than once over 
this question. But really as a Cost Accountant it 
does not interest me at all. The only thing that inter- 
ests me in the General Profit and Loss Statement is 
that I can tell my friend Mr. Jamieson that it is alto- 
gether absurd and illogical and wrong. Accountants 
generally in preparing their-Profit and Loss state- 
ment set down the sales, and cost of sales, and gross 
profit. Now I really do not know what gross profit 
is. To my mind there is no such thing, there is 
only net profit, it is the only profit I recognize. I 
am not interested in profit that the addition of a few 
figures is going to make into a net loss. Therefore 
I take exception altogether to this way of setting out 
the Profit and Loss Statement. 

I was very pleased indeed at one remark of Mr. 
Castenholz, I am very sorry that he did not develop 
it, when he pointed out that he had worked out a 
scheme by which the administration functions would 
be distributed between production and sales. It 
seems to me that is the root of all cost accounting. 
If you look at the real cycle of a business it is this, 
you take money and turn that money into units of 
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production, turn it into goods that you have for sale. 
You then dispose of those units of production for 
money and bring your money back with a profit if 
you can. There are only the two operations in busi- 
ness. I do not recognize any function either of ad- 
ministration or finance that is outside of these two 
main lines. Therefore I would carry Mr. Casten- 
holz’ illustration a stage further and say that some 
of this administration is part of the cost of produc- 
tion, and in making out a cost statement I always 
endeavor to get the administrative cost that is ap- 
plicable to production charged against production 
and the cost of administration that has purely to do 
with distribution, in other words the bringing of the 
money back into the treasury, charged against the 
cost of selling. It seems to me that all expenditures 
of a business are divisible between these two things. 
You are either spending money to make goods or to 
realize on your goods. I do not know what there is 
outside of that unless it be some outside speculation. 

I do appreciate Mr. Castenholz’ remark that the 
accounting of the future is to be accounting for the 
future. I think I will go a stage further again and 
say that the Cost Accounting of the future is to be 
Cost Accounting for the future. When you look at 
the ordinary accountant’s statement, when all is said 
and done it is a historical record. Mr. Castenholz’ 
view,—I am sure he will agree with my interpreta- 
tion of it, is that real accounting is beginning to par- 
take of the nature of actuaries’ work. An account- 
ant deals with historical facts, an actuary with pro- 
babilities. To get the real value of the accountants’ 
work you have to take into account some of the 
actuary’s problems. In so doing you can bring into 
harmony facts and estimates that you have made in 
your Budget. 

With regard to this distribution of cost of selling, 
I think Mr. Castenholz’ view on that is absolutely 
correct. We treat production upon these same lines. 
If you have certain charges that come in at the be- 
ginning of January, insurance for instance, you do 
not charge them against the production of January, 
you spread that cost over your whole year. And it 
seems to me it is only rational to charge certain costs 
of distribution which pertain not to one particular 
month or particular set of sales, on a pro rata basis 
over the whole sales period. 





Mr. SMITH: I am much inclined to agree with 
Mr. Jamieson’s view. He has said nearly all that I 
would like to have said and said it much better. I 
would only like to point out that I object to the term 
“Cost of Sales,” or I object to the figure put opposite 
that term. My view as to the first line of figures 
under the sales is that it should represent those costs 
that are going to happen because of what is to be 
sold. 

Imagine that there is some extra business being 
contemplated. The point to look at is, how much bet- 
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ter off am I going to be if I take that business? I 
maintain that I am going to be better off to the ex- 


tent that the fixed expenses of the business are not 


going to change because of that business at all. And 
if a manufacturer begins to distribute any of those 
fixed charges and add a proportion of them to the 
cost he is going to deceive himself. In building up the 
first line there called Cost of Sales I believe the 
figures in it should be the prime cost, that is direct 
wages and as much of the indirect wages as is not 
going to happen but for that sale, the material, and 
anything else that is going to be exclusively incurred 
because of that business, but nothing else. And be- 
fore adding any such thing as depreciation, which 
generally speaking is fixed, I would add what it is 
going to cost me to sell those goods, that is the extra 
that it is going to cost me to sell them, such as com- 
mission, and perhaps freight. That should be the 
first line of figures, call it what you like. 

Then what is left is the gross profit, and I main- 
tain that if that gross profit only shows $10, and you 
cannot get any better price for the goods than that, 
it is profitable to take that business, because you 
are $10 better off by taking it than if you did not, 
because all the other expenses which come on the 
next line are uncontrollable, are going to happen 
whether you sell $1 or $1,000,000. 





MR. WILLIAMSON: An evolution is taking place 
in business to-day, more noticeable I think on the 
other side than in Canada. As I see it after giving 
it some thought it seems to me it is boiler plate 
elimination of the human element, chain store dis- 
tribution and segregated buying. I think it be- 
hooves us to take to heart what we have just heard 
and consider seriously in making up Profit and Loss 
statements the question of capitalizing for the time 
being selling charges and administration expense, 
because the margin between gross and net profit is 
vetting thinner all the time. I think it is one of the 
best papers I have heard for some time. 





Mr. FORRESTER: First I would like to endorse 
the remarks of Mr. Williamson as to the excellent 
paper that Mr. Castenholz has given us. I think it 
is very constructive and on the right lines. 

Selling and administration expense should I think 
be distributed to show as the illustration shows what 
product is bearing the heavy end and what product 
is bearing the light end. 

I demur from Mr. Craig’s remarks as to gross 
profit. I noticed Mr. Castenholz in his paper spoke 
of eliminating the germ of gros profit— 

Mr, CASTENHOLZ: Not eliminating, isolating. 

Mr. FORRESTER: He is showing that gross profit 
as it used to be used is a misnomer, because usually 
the expense was set out including certain parts which 
were part of the production cost. But gross profit 
in the sense of the margin between the cost of the 
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article at the factory door and the sale price I think 
is quite correct. I think we are advancing on the 
right lines when we take the selling administration 
expenses and distribute them to the particular pro- 
duct or the particular territory in the way that has 
been described. 

But I differ from Mr. Castenholz in this, that I 
cannot see why they should be inventoried. And 
that is the point where Mr. Jamieson disagrees. An 
article is produced for a certain sum, beyond that 
nothing should be added to it. It still has to be sold, 
it may cost more to sell it in territory “A” than in 
territory ‘“B,” and that is something that has to be 
taken out of the gross profit, and it should not be 
considered as part of its value. 

True certain selling and administrative expenses 
can be carried forward in an inventory sense. One 
of the difficulties in connection with distributing and 
administrative expenses is that salesmen are always 
selling goods that will be made and delivered in suc- 
ceeding periods, they are selling ahead. We have 
continually the factor of advance selling costs, and 
in that sense they can be inventoried or carried for- 
ward. But Ido not agree that any of the selling or 
administrative expense should be added to the unsold 
product. 





Mr. ELBOURNE: It is my _ practice to visit 
America every 25 years, and the last time I was over 
I went back, and it was my good fortune to make a 
lot of impression by the fact that I had been to Am- 
erica, and I was able to persuade somebody to allow 
me to operate their cost system. Not being an 
accountant (I have some claim to be an engineer, but 
not much) I approached the matter not as an ac- 
countant, but as an engineer if you will, as an 
ignorant person if you will. I did not know the con- 
ventions of the profession. So it seemed to me that 
there was a clear line to be drawn in this matter of 
cost, which I think Mr. Castenholz will be patient 
while I try to state; that cost, production cost, 
must be considered as at the factory door. Putting 
it another way, Cost Accounting is based on the as- 
sumption that the selling will be the affair of a 
separate organization. Take for example the Sears- 
Roebuck people, (I know Chicago quite well, I spent 
several weeks there) they have factories making for 
them, the whole product taken by them. The costs 
of that factory are what you call manufacturing 
costs, they do not have any selling to do, Sears-Roe- 
buck do the selling. That serves as an illustration, 
if it is slightly incorrect let the idea remain. I think 
therefore it is confusing to bring into this latter item 
costs of administration beyond the delivery to Sears- 
Roebuck. 

Mr. Castenholz says that it would have shocked 
anyone 25 years ago to talk to them about machine 
hour rates. I can tell him, 2 much younger man 
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than I am, that he is wrong. Twenty-five years ago 
an Englishman, Hamilton Church, wrote a book, I 
took a vote of this gathering yesterday, in this land 
of progress and opportunity and snow and other 
things in 1926, and of this eminent gathering some 
six had seen that book. In it you have production 
factors down to the last point in a way that has not 
been reached in general practice yet. I want to 
make the point that you must take into account the 
work that has been done before. 

If we take it that the factory cost is the cost into 
the storeroom for the finished article, that is one 
stage, everything necessary to that should be in the 
production cost, then after that you get what I prefer 
to call the commercial expenses, including such small 
things as accountant’s fees, (smail relatively to what 
they do I mean) they might argue that they are 
necessary to production, if they are that part should 
be charged to production, but it is splitting hairs to 
make that distinction. But it would simplify the 
discussion to keep that principle in mind. The differ- 
ence between the cost to warehouse and the selling 
price is what I would suggest might be called trading 
margin. Mr. Craig has nobly put the case that a 
gross profit that turns out to be a loss is rather 
biting on an empty pipe (of course he didn’t put it 
that way). I might illustrate it if I should take my 
salary and call that my gross savings, yet I am over- 
drawn at the bank at the end of the year (if I do 
not give myself away too much). But you might 
just as well call your income your gross savings as 
call your margin over factory cost your gross profit. 

I think it should be one of the functions of this 
Society not merely to isolate this gross profit germ 
but call it something that it means, perhaps trading 
margin. It is a margin that you have to do some- 
thing more with. 

Then as to the presentation of your monthly 
Profit and Loss Account—of course there are certain 
conventions adopted, and as long as they are under- 
stood it does not matter—but I would suggest that a 
good way to treat the matter is to take your selling 
price and deduct from that your assumed commercial 
cost or selling expense (1 am not covering the ground 
fully) then you arrive at the amount that is available 
for the factory. Putting it in figures, say you sell 
your article for $100, it costs you $20 to sell, so there 
is left $80 available for the factory. Out of that 
$80 you have to pay all the costs of production, and 
then whatever is left is your profit. That is one ap- 
proach to the matter. It takes profit away from 
the commercial end, and that is not usually tolerated 
because the commercial end always makes the profit, 
the manufacturing end does not make the profit. But 
I am assuming it is the manufacturer that makes the 
profit, therefore this allowance to the factory repre- 
sents all there is available to meet the cost of pro- 
duction. If you put the factory costs against that 
factory price you get the margin of works gross 
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profit, and out of that you get your net profit. The 
point I want to make is that the selling expenses 
should be set against the allowance for selling; 
against what you call gross profit there should be 
set an item that gives you the net profit that you 
have made on the warehouse account, if you call it 
that; then you have the production or factory ac- 
count in which you recognize as profit the potential 
profit you have made on that product. 

The condition outlined by Mr. Castenholz was 
that in January you had made a large production 
ready for February sales, that I suggest should show 
as an item of the monthly profit and loss, that is the 
works profit. But the commercial expenses and com- 
mercial revenue to meet them have been kept out 
separately, and that would be computed by some unit 
percentage, to get at the $80,000 shown. The point 
is that there should be this very clear definition of 
what is factory cost and what is selling cost. That 
there should be a difference of opinion at this date 
shows that education has still to go on, because 
surely that is a matter upon which a definite de- 
cision is possible. The dividing line should be agreed 
on as a principle of accounting. 





Mr. CASTENHOLZ: I think we have wandered 
quite far afield in some instances and have really 
missed the essential thing, although each speaker 
has emphasized what seems to me to substantiate 
my entire argument. I am not interested in terms, 
whether or not I use the term Gross Profit, as long 
as I know what I mean by it. It is the facts behind 
the term that are important. I think Mr. Craig and 
I are in absolute accord. This is the way we would 
have to present both these profit and loss statements 
at the present time in order to get the business man 
to understand what we are trying to show. I believe 
that the Profit and Loss Statement of the future will 
show the sales, and two deductions, the first repre- 
senting the factory cost of making those goods, and 
the second the cost of distributing them and admin- 
istering the affairs of the business, the result being 
the net profit from those sales. So I think Mr. Craig 
and I are in agreement. But I was a little afraid 
to go quite that far, knowing there are chartered 
accountants who would be listening in. 

Mr. Elbourne spoke of Mr. Church’s book. It 
is true that Mr. Church about 25 years ago advocat- 
ed many methods in cost accounting and efficiency 
engineering which are not in use even to-day. Very 
few people read Mr. Church’s book at that time how- 
ever, and I believe it would still shock many an 
audience to have projected before them the ideas 
in that book. 

Mr. Elbourne also suggested that he would kill 
the gross profit germ. I agree with him, I think the 
first statement I made shows it. But in order to kill 
a germ you have to isolate it first, to know its posi- 
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tion and how to get at it. So possibly the term 
“isolation” after all was properly used. 

Then Mr. Jamieson picked up the last strand in 
my argument, and I indicated in my paper that that 
was merely a hope that some day we should attempt 
a reconciliation between inventory values and econ- 
omic values. I would hate to get into a discussion 
of political economy in the presence of Professors of 
Political Economy, but if I remember, one principle 
of political economy is that value is created by de- 
mand. In other words value is created by the fact 
that society as a consuming body demands certain 
commodities. It would be foolhardy for a manu- 
facturer to indulge in making something that did 
not harmonize with this doctrine of what constitutes 
economic value. It would be foolish for instance to 
manufacture soap bubble blowing machines. There 
would be values going into them. Labor would be 
expended, administration and distribution costs 
would be incurred, but there would be no value. 

If economic value is determined by demand,—I 
think even Karl Marx agrees to that as a definition 
of demand in this way. Demand is created by so- 
cially useful labor, there is not much difference when 
you conceive of labor as being the effort and activity 
of all agencies in the economic world, and socially 
useful means it is something society wants, 


If the manufacturer creates things which are 
socially useful, or for which a demand exists, I claim 
that eventually we are going to recognize that he 
is creating economic value, and that in time economic 
value will be reflected in inventories. Not as profit, 
that is consumers’ cost. Consumers’ cost includes 
all manufacturing cost, distribution cost and manu- 
facturers’ profit. Manufacturers’ cost includes pro- 
duction and distribution costs but not profit. 

If you bear those definitions in mind, and also 


bear in mind that I am only hoping for that, not 


advocating it, you could not advocate it, it would be 
foolish, think what effect that would have on income 
tax returns if you stated that. But let us leave 
utilitarianism or opportunism, they should not inter- 
fere with the expression of a truth. I do not say 
express that truth in statements at the present time, 
but let us bear it in mind, let us give it some con- 
sideration. 

1 do not think that Mr. Jamieson thought that in 
this paper I definitely suggested that these admini- 
strative costs especially, or even selling costs, should 
be allocated to sales within territories. I think I 
emphasized the difficulty there of trying to separate 
the activities of a salesman in a territory when he 
is selling different products. I believe that cost will 
have to be allocated on the basis of a percentage on 
territorial sales irrespective of products. But of 
course the gross profit, if I may still continue to use 
that obsolete term, must still be determined by prod- 
ucts within territories, because, that is the variable. 
In connection with the proposals with reference 
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to purchasing, I do not think the process of purchas- 
ing starts with the expenses. Some tried to tell us 
that here is a certain allotted amount which must be 
spread as expense, how shall we go about to see that 
we meet those expenses through sales and have 
something left over? That is not the way a Budget 
goes, at least it is not the kind that I advocate. 


Budgeting starts with the largest possible gross 
income which the concern considers it is able to pro- 
duce through the proper marketing of its commodi- 
ties. That step is arrived at by consulting with 
every marketing aud selling and distr:bution ageney 
which the company may happen to control. Quotés 
are set for every territory and every product that is 
supposed to be sold in that territory. These esti- 
mates are formulated after most careful considera- 
tion and advice from alli the factors involved. If 
you fail to reach those definite quotas each month 
or week or day you know instantly why you have 
not arrived and you immediately try to cure your 
ills. 


When this total budget is arrived at you consider 
another consideration. How much money do I want 
to make or must I make in order to meet definite 
demands upon my business? In the first place I want 
to make an interest return on my capital, whether 
that capital has been furnished by me personally or 
by a group of shareholders. It may take the form 
of a dividend on the amount of the capital stock, 
which of course is not my entire capital, capital is 
capital stock plus surplus. I can make either one 
of the two calculations, but certainly the calculation 
must cover the dividends I expect to pay to my share- 
holders. 


Then I am not going to indulge in business for 
the mere pleasure of getting on my entire net worth 
an interest return. I would be an idiot to do that, 
because I could take the capital and invest it in good 
bonds and get a safe return without any risk. I 
must have some reward for the risk of investing my 
money in business. Therefore I want a return which 
will be a certain percentage in excess of a fair in- 
terest rate on the amount of capital. Then I must 
have a fund out of which I must meet all my admini- 
strative and distribution and production costs. I 
think that is the way we work the Budget. And 
in that way we have got to do this very thing, 
we have to plan to make definite provision that all 
of these various activities in these sales units will 
produce their proportionate share of that profit 
which I want to make. 


Analyzing my expenses in detail in that way I 
am able to throw certain amounts of them into all 
these various territories, with the result that if I 
then work my plan, and you have got to work a plan 
effectively day by day or it is not worth working, 
if I work my plan then I am justified in making the 
statement that the accounting of the future is going 
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to be accounting for the future, because I am going 
to project my plan into the future and check myself 
day by day, week by week, month by month, and I 
am going to succeed if the plan is a feasible plan. 

That is my conception of Budgeting. At the same 
time when I do that I have recognized all along that 
every individual sale contains definite increments of 
cost of sales, a certain proportion of administration 
and distribution expense, and a certain amount of 
profit. Now if every individual sale contains 
these increments, I have no right to deduct from 
those sales any other increments that do not belong 
to them. That is the whole idea of this kind of a 
statement. In other words it is fact combined with 
budgeting, you cannot separate the two. 

One more thought. A budget must be based not 
necessarily upon what has been, but upon what 
should be. In other words, if you prepare a budget of 
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things should be done under the best possible oper- 
tions you may have a budget of errors. You do not 
want that, you want a budget which will show how 
things should be done under the best possible oper- 
ating conditions. Then if you find that your actual 
costs are at variance with that you will know where 
your operation conditions are at fault. In other 
words the things is a corrective. Any system of busi- 
ness administration that has not these corrective 
features about it is not worth having. The object is 
not to have beautiful statements correctly prepared, 
properly analyzed, bringing all the accounts under 
proper classifications, the object is to have state- 
ments which will reveal any errors that you make 
currently, in the process of trying to arrive at a 
definite goal. 

That is my message as well as I can give it to 
you verbally. 


Costing as a Factor in Administration 
By E. T. ELBOURNE, M.B.E., A.M. Mech. E. 


Hon. Director Institute of Industrial Administration, London, England. 
Chairman, Noel M. Bassin, B.S.C., A.M.C.1.E. 


THE CHAIRMAN, Noel M. Bassin, 

Gentlemen, I have great pleasure in presenting 
to you the speaker of this Session, Mr. E. T. 
Elbourne, 

He is an associate member of the Institute of 
Mechanical Engineers. He is an authority on Cost 
Accounting and allied subjects as applied to man- 
agement, similar to some of the eminent men on this 
side of the line like Major Nicholson. He is the 
directing head of the Institute of Industrial Ad- 
ministration in England. That operates more par- 
ticularly along the lines we have been discussing 
at this Convention, not purely Cost Accounting, but 
Industrial Management. That organization was 
founded by Mr. Elbourne in connection with the late 
Sir Henry Grindley. 

His chief claim to fame, however, I think rests 
on his authorship of a very authoritative work, Fac- 
tory Administration and Cost Accounts. He also 
published other works along the same lines. 


MR. CHAIRMAN AND GENTLEMEN: 

HAVE to crave your indulgence, because I have 

had too little notice to prepare a paper, yet had 
I prepared something I could not have anticipated 
the atmosphere of this Convention, the inspiration 
that comes from it. Conversations I have had with 
various members of your Society have confirmed me 
in the feeling that at this point in its development 
you will be interested to hear something of what we 
of the Institute of Industrial Administration have 
attempted to do. I think you in Canada, by your 
widening outlook, are going to enthuse us in Eng- 


land to persevere in our efforts. We have done a 
little to blaze the path, but we are working in an un- 
favorable atmosphere as perhaps those of you who 
know the Old Country can understand. It is an 
acknowledged fact that the Britisher in the mass is 
very slow to move. Under some conditions that is 
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a virtue, under others it is a defect. I think the 
virtue of it shows up in the British method of deal- 
ing with its colonies,—you are of course no longer 
a colony,-—they have for the most part been patient, 
have allowed the time factor to operate in the solu- 
tion of some of the tremendous human problems. 1 
can believe that principle has its virtue in relation 
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to an economic subject such as we are dealing with. 
But the trouble is we shall most of us be dead before 
the time factor has completed its operation. I want 
you, as the expression is here, “ to step on the gas.” 
So I am going to attempt to tell you a little of what 
we have tried to do and where we are, in the hope 
that you will help us. I am afraid we cannot help 
you, because we have not the necessary knowledge of 
your conditions, and | think it would be impertinent 
on my part to approach it in that way, but I feel 
that you can help us. If it so happens that I can 
get from this Society through the minutes of this 
Convention a note of encouragement, then I shall 
count myself doubly fortunate in the circumstances 
that brought me here. 


The title I gave to Mr. Craig in a thoughtless mo- 
ment was “Costing as a Factor in Administration.” 
I chose it as giving me an excuse for saying some- 
thing else. What I want to do is to appeal to the 
members of this Society to look upon themselves as 
primarily exercising a function in Administration 
rather than Accountancy. If it were possible 
1 would wish that they should forget that they are 
accountants. It will be convenient here if I discuss 
matters first from the angle of the engineer. It so 
happens that I approached the subject of Costing 
without any accountancy training and I found difti- 
culty in thinking in terms of accountancy. I fear 
by this time I have ceased to be an engineer, and yet 
have not become an accountant. To that extent 1 
am in an unenviable position. But in what writings 
I have done I have had this at the back of my mind, 
that the technical man should be able to follow these 
questions without requiring a knowledge of account- 
ancy technique. I wanted to show him that as an 
engineer there was nothing that he should not know 
in regard to cost accounting. What the common or 
garden works manager thinks of an office man, as 
I have heard it expressed, is not going to be repeat- 
ed. But that prejudice between the “Clerk” as he 
is called and the Engineer represents a gulf which 
has got to be bridged, and it has been my hope that 
by writing as an engineer I could introduce the 
engineer to the accountancy aspects of administra- 
tion so that he should come to respect and utilize 
Cost Accounting. You understand I am thinking of 
that rather than of financial accountancy. In Eng- 
land the attitude of the engineer is that Accountancy 
which he is apt to dismiss as mere book knowledge 
is rather beneath his notice, not the accountant, as 
a professional man, for as a matter of fact the 
financial accountant is in a commanding position in 
industry in England. But I want to make the point 


that the engineer with us has looked down on ac- 
countancy as something outside his interest—not his 
business, and he developed a professional pride 
in not trying to learn, for the most part, about these 
minor matters. 
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We have an Institute of Mechanical Engineers. 
Before I came away I went to the Secretary, to 
obtain an introduction to the American Society so 
that I might enquire into its management division, 
which contains some 1,500 members. ‘The English 
Society has 7,000 members in all, that is full mem- 
bers and associate members. The Secretary said to 
me—and it is a reflection on me that I do not remem- 
ber the name—“You know So and So?” I did not. 
He said, “He is interested in forming a Manage- 
ment Section.” 7,000 members, and the Secretary 
knew that somebody else besides myself had got 
the disease! To tell you that is to give the whole 
case away. It is well that I am speaking to mem- 
bers of the Empire, because it is really a scandalous 
attitude on the part of the engineer. I do not want 
to belittle his field of knowledge, he will talk to the 
best of purposes about the utilization of low grade 
fuel, saving something on the fvel bill, but to save 
something on store-keeping, for instance... well it 
is not done, ordinarily speaking. Of course when 
they arrive at management positions by process of 
time and accident and other circumstances they 
wake up to these things, and if they have been for- 
tunate enough to have been in what I might call a 
good school, I mean in association with some firm 
where the practice has been good, or if they have 
enough initial ability to visualize the need of the 
position and have enough horse sense they may hold 
the job down, playing for safety rather than pro- 
gress. This condition of comparative ignorance of 
principles explains the backward state of manage- 
ment in Great Britain. 


But the engineer as a class has not yet admitted 
that Administration is something to be learned like 
science or art, he rather takes the line, “You give me 
the job and I will do it.” Now you know very well 
that business is so complex, life is not long enough 
to take its administration as an experiment. You 
might as well start in life with the idea of working 
out an alphabet of your own. The engineer would 
not ignore accumulated knowledge in the field of 
technology. But we have found as an Institute that 
we have a great deal of education to do in that 
regard. 


I have been in executive work for many years, 
but I have felt from the beginning that there is 
something in this industrial question which could be 
detached from technology. Administration I felt 
could be learned, which is one thing, and taught, 
which is much more. The idea that administration 
can be taught is not accepted by the engineering pro- 
fession in Great Britain. They will admit that ad- 
ministration is a function separate from technology, 
but that it is something you can learn independent 
of the technology, and something to be wedded to 
the technology, is not conceded. What they say is 
that it grows out of the technology. 
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The Institute of Industrial Administration does 
not accept that position. When you think of it, in 
any line of manufacture material is taken, and by the 
use of machinery or labor you convert that material 
into another form. If that crude description covers 
a basic fact in every industry, then surely there 
must be a thousand and one factors common in all 
manipulation of material and direction of labor. 
The British temperament is individualistic. We know 
the Yorkshire saying that if you do anything for 
nothing do it for yourself. It is not a very noble 
sentiment, but we have not grown such a long way 
past it. We hide from each other what we imagine 
to be our special knowledge, and in consequence fail 
to get the benefit of the other man’s knowledge. I 
sometimes quote a story about one of the tribes in 
the Himalayas. It appears that there are tribes in 
those hills, dwelling in little gaps surrounded by 
high peaks, and living to themselves in their own 
little world, “each with its own little patch of sky 
and little group of stars,” as if the firmament that 
they saw was theirs alone and that there was none 
to spare for anyone else. I have felt that that illu- 
strates a good deal the attitude of industrialists 
as between trades and concerns in the same trade. 
They imagined that they had got the light all to 
themselves and intended to keep it. 


One object of our Institute was to break down 
these walls between industries and between units 
in each industry, and let them see into each other’s 
gardens and learn from each other. Thus we can 
promote conscious co-operation. This idea has had 
an enormous influence on the development of ad- 
ministrative knowledge and economic knowledge in 
the United States. 


When you come to Cost Accounting, you gather 
together from all industries, hammering out the prin- 
ciples, learning from this trade and from that, and 
getting what Mr. Knoeppel so aptly calls cross-fer- 
tilization in this field. The question of uniform cost- 
ing, if approached as a matter of uniform principles 
of costing, is one of the most urgent and biggest 
jobs there is and one of the most desirable for your 
Society to tackle. As Cost Accountants you meet 
without those barriers between your industries, you 
are on common ground and you share your know- 
ledge and learn one from the other. 

If you can accept that Costing, or Cost Account- 
ing is a branch of administration—I think that can 
be taken for granted,—are you going to be content 
with that being the only phrase of administration in 
which knowledge is to be interchanged? But as 
Cost Accountants you are apt perhaps to take a sec- 
tion and leave the roots, “That is someone else’s 
job.” You are, so to speak. operating on certain 


strata of information. You say, “I am not managing 
the root department, I am simply cutting the 
I want you to feel that it is not to your 


flowers.” 


MANAGEMENT 
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best interest to be content with culling (I think that 
is the more poetical word) the flowers of industry, I 
want to tell you to trace everything down to the 
roots. That is your business. There is no use talk- 
ing about fruits of labor, you want to get down to 
the roots, you want to cultivate them. 


Now, that I hope will give you some idea of the 
problem we set ourselves. If you have studied 
administration at all fully you will realize what a 
big field this administration matter is, how small 
any part is, and yet so essential a part that I predict 
this, that if Cost Accountants do not widen their vi- 
sion in relation to Industrial Administration the 
financial accountant will mop up all the ground and 
leave you without a job. If you are going to com- 
pete with the financial accountant strictly on the 
grounds of accountancy you have lost before you 
start, because he has the advantage of having the 
final figures, the presentation of the balance sheet 
and he is in confidential relations with the directors. 
If you are to be merely a sort of specialized account- 
ant, then, directors being what they are,—and I 
speak with all due respect,—they think “Oh, he is 
only a junior accountant or glorified bookkeeper.” 
But you say “I am a Cost Accountant, not an ordin- 
ary accountant.” At least you will say it if you had 
the opportunity. Frequently you do not get the 
chance to correct wrong impressions in these quar- 
ters. The employer is under the impression that all 
accounting is accounting, and when you have said 
that, that is all there is to it. 

I may say when I took up Cost Accounting as 
part of my work early in 1902, I did not call myself a 
Cost Accountant, I had to coin a title, and I called 
myself a Works Accountant. But that did not get 
away from the objection I have indicated. It still left 
me with the handicap, you might say, of being an ac- 
countant. Bookkeeping is something I was not in- 
terested in and did not like, but I was interested in 
Administration. I know only too well that of financ- 
ial accountancy, bookkeeping is the very least part, 
and I would be sorry to say anything derogatory of 
bookkeeping or yet to imply that a bookkeeper is an 
accountant. I know an accountant must know book- 
keeping but accountancy is a very much larger field 
than mere bookkeeping. That is why I use the term 
Financial Accounting to emphasize my conception 
of it. 

Well, I failed in my earlier days to realize the 
limitations that attach in the factory and industrial 
sense. Broadly the implications of the name Account- 
ant do not serve industrial needs. Mr. Craig, at an 
earlier session, used the expression “Cost Actuaries.” 
That is more the angle. You might say, “Why spend 
so much time on words,” but words are very import- 
ant. Words are more or less crystallized thoughts. 
I say it is of vital importance to get the right terms. 
If the word you use is not the correct word it de- 
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serves only the name of jargon. It may serve its 
purpose among yourselves but it does not serve its 
purpose when your status or work is under review 
by outsiders. I seldom get much sympathy on this 
aspect because it seems like “Much ado about noth- 
ing,” but I am quite unrepentant and presist in ad- 
vocating very strict attention to the correct choice of 
terminology. It is in effect the classification of 
knowledge. 


So I come to the next stage in the use of this 
word Administration. Let me put in my very crude 
way what led me to advocate the use of the word 
Administration instead of what you might have ex- 
pected me to have used, Management. My idea was 
that management implied essentially personal con- 
trol, the executive authority. Of course if you talk 
about words perhaps executive is not the right word. 
An executive is one who executes. Well, I suppose, 
sometimes a manager metaphorically does execute, 
but it is not in that sense it is adopted. Executive 
work is really the carrying out of orders, not the 
giving of orders. But in America “Executive” is 
adopted as the title indicating responsible officers. 
I can perhaps get my point most easily if I test 
it this way: Could you reasonably say a foreman is 
a member of the management staff? Perhaps your 
answer would be fifty-fifty. What about an inspect- 
or or storekeeper? You want a term that is accept- 
able as covering the whole field. I submit that if 
you use the term Administrative Staff you can legi- 
timately include the managing director at one end 
and the doorkeeper and watchman at the other. 
They are all serving administrative functions. They 
are not serving what you would call management 
functions. 


So I suppose the easiest way is to avoid bother- 
ing about what word you use as long as you know 
what you mean by it. Still I think you ought to 
choose a word by which other people will know what 
you mean. It met with acceptance in important 
quarters in England that the right term to use was 
“Industrial Administration.” It has been tested on 
leaders of public opinion, political men, university 
leaders,—when I say political I should rather go 
farther and say that included a labor representative 
as much as other political parties. So I can submit 
that as a term finding ready acceptance among all 
ranks. With the journalists, who are responsible for 
so much misdirection in a way because they are sup- 
posed to know all about things and have not time 
to find out, whether it convéys to them the right note 
I do not know but certainly I have not seen it mis- 
applied yet. So I submit it for your consideration. 


Whether you should change the name of your 
Society is another issue altogether, but what I want 
to suggest is that you should adopt the whole field of 
Industrial Administration as your legitimate sphere 


.of study. Let me now proceed to indicate a little 
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more specifically, but very briefly, our Institute’s 
idea of what falls within the term “Industrial Ad- 
ministration.” We hold that there are two sub- 
jects that are fundamental. A. Industrial His- 
tory and Economics. B. Industrial and Financial 
Organization. In the next place our second division, 
B., that is the Technique of Industrial Administra- 
tion, may be conveniently set out under ten heads 
without overlapping of functions. 


1. DESIGN, SPECIFICATIONS AND INSPECTION.— 
There are principles behind design which have noth- 
ing to do with technology, you might say they have 
more to do with marketing, and the initial approach 
to those questions is not a technological one,—I avoid 
the word technical, as an accountant might proper- 
ly call his work technical. 


2. FACTORY PLANNING AND PLANT MANAGE- 
MENT.—There are many questions here that an Ad- 
ministrator should understand. A man in charge of 
a business ought to have sufficient knowledge of the 
principles applicable to plant, equipment and man- 
agement, and be able to critize constructively the 
plant engineer’s recommendations. 


3. ESTIMATING, PRODUCTION METHODS AND 
RATE FIXING.—I think you will accept Rate Fixing 
in its proper connection here, as meaning time study, 
and the determination of standard time. 


4. PRODUCTION CONTROL.—Meaning thereby, 
scheduling and regulation. 


5. EMPLOYMENT . ADMINISTRATION. — Your 
term would, I think, be Personnel Management. 


6. MATERIALS AND PURCHASING.—By materials 
is meant their initial selection or specification, as 
distinct from all storage or handling questions. 


7. STORES AND TRANSPORT MANAGEMENT. 

8. PRODUCTION, STATISTICS AND COSTING.— 
Costing, as we term it, is virtually the collection or 
application of production statistics. Whether “sta- 
tistics” is the best term to use is open to question. 


9. SALES MANAGEMENT.—In the light of what 
I have learned of late I am satisfied this ought to be 
called Marketing. 

10. BUDGETARY CONTROL. — This last subject, 
which is also very modern, I have borrowed from 
you. 

But though I have taken so much time, perhaps 
leaving little time for discussion, I feel the less sor- 
rowful because I rather wanted to leave with you 
something which at your leisure, and in the genial 
atmosphere of your chapter meetings and without 
any regard for visitors’ feelings, you could tear to 
pieces and make up into something better, starting 
in fact where we have reached. My whole message 
is that you should not only enlarge the function of 
Costing, but that you should define the field in which 
you intend to operate and make your own. 
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DISCUSSION 

Mr. CASTENHOLZ: There have been a number of 
aspersions cast in this direction, I want to clear up 
my end of this situation, that is with regard to the 
use of words. 

The important thing about a word is that it con- 
veys a certain concept. The word is not as import- 
ant as the definition of the word. We as Cost Ac- 
countants have a definite conception of the term 
Gross Profit, for example. I sometimes wonder 
whether changing the word would not create more 
confusion with reference to the concept that is es- 
tablished regarding that expression than any con- 
fusion which may exist now. There may be more 
danger in changing than in retaining the word we 


have. Of course the ideal is the right word for the. 


right concept. 

Mr. WILSON (Wilson & Fessenden): It struck 
me during these remarks that not only may we have 
cross-fertilization between industries but cross-fer- 
tilization between administrators in the Old Land 
and in Canada and the United States. I was struck 
with his statement as to the exchange of ideas be- 
tween Cost Accountants in various industries. It is 
a common thing to hear men say, “while those prin- 
ciples may apply to that business, ours is different.” 
It seems to me this exchange of ideas will tend to 
break down the barriers that seem to separate con- 
ceptions of administration in different businesses. 

I was struck with the similarity of Mr. El- 
bourne’s ideas to the remarks of Sir Joseph Flavelle 
last night. How strange it is that in the administra- 
tion of business there is not more conscious co-oper- 
ation between workmen, foremen and managers or 
administrators, more recognition of the common 
aim. 

THE CHAIRMAN (Mr. Bassin, presenting the vote 
of thanks, spoke of the need of standardization of 
terminology): If we can arrive at an international 
cost terminology we have proceeded a long way. 





TERMINOLOGY 


ORRECT definitions and accurate Terminology 
are sadly lacking in Cost Accounting. It is 
desirable to reach some uniformity in the use of 
terms. Will Members please assist? 
How would you define ?— 
Cost Accounting. 
Prime Cost. 
Fixed Expenses. 
Variable Expenses. 
Semi-Variable Expenses. 
Inventory. 
Direct Labor. 
Direct Material. 
What is the distinction between Direct and In- 
direct charges? 
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DINNER SPEECHES 


Chairman, Mr. John Craig 
President, Canadian Society of Cost Accountants 





DINNER SECOND DAY 

Mr. JAMIESON: It does not often fall to my lot 
to take the President entirely by surprise, but I 
think if you look at him at this moment you will 
see that there is no more surprised man in the room. 

It falls to my lot to perform a little function in 
connection with the Convention Committee. We 
know the progress this Society has made. That has 
not been achieved without a great deal of work, the 
facing of a great many problems, and some of us 
who have been concerned in a small or larger meas- 
ure know that one man above all has contributed 
without stint of his time and his service and his 
strength. He has been actuated by the ideal of 
placing at our country’s service an instrument which 
will be invaluable, not only now but throughout our 
country’s existence. 

In this country at this stage we have the privi- 
lege of aid in the formation of new instruments. It 
is our earnest wish to do all that we can to so assist. 

On behalf of the Convention Committee and the 
Society at large I present this token of our esteem 
to Mr. Craig, our President. 

Mr. CRAIG: This is indeed a surprise. I never 
was more taken aback in my life than when Mr. 
Jamieson got up, and if he had not got ahead of 
me I would have called him to order. 

I thank him for his very kind words. This office 
has certainly entailed a great deal of work, but it 
has been very pleasant. In what I have done every- 
one has been helpful, and I must acknowledge that 
while I happen to be in the foreground as President, 
I am only one of many, and the thanks which you 
have been good enough to express in this way are 
thanks that I do not deserve for myself exclusively. 

I believe we have had a most successful Conven- 
tion, and even the Canadian National Exhibition 
could not diminish the interest of our papers and the 
brilliance of some of the addresses. And if this 
Convention is considered by you as a success I think 
I can look upon it in a sense as a tribute to my own 
efficiency. 

Efficiency has been described as not doing the 
work yourself but getting other people to do it, and 
getting other people to work with those others. In 
that sense I have been efficient, I have been assisted 
by many very loyal helpers, and I most sincerely 
thank you and them. 

The President, introducing Sir Robert Falconer, 
said: 

A great change has come over the attitude of 
business to the University and of the University to 
business. Forty or fifty years ago they seemed very 
wide apart. I can only remember two university 











PR eT 


beatin J 











a rN RTE ope ee 











October, 1926 


men in Glasgow who were heads of a large business, 
one Dr. J. A. Campbell, who was, I think, Chairman 
of the Senate of Glasgow University, the other his 
brother, Henry Campbell, better known afterward as 
Sir Henry Campbell Bannerman. Outside of those 
two there were few univefsity men interested in 
either commerce or industry. In England I did know 
a few instances, but as a rule I think these men did 
not take their University career with the idea of pre- 
paring for business, but from other motives and be- 
came engulfed in the business world. Some of them 
married businesses, married heiresses, shall I com- 
mend their example to members of this Society? It 
was generally thought that to send a young fellow 
through the University spoiled him for business alto- 
gether. 


I can recollect that when I was at the University 
of Glasgow we had no course in Commerce at all. We 
had Arts, Divinity, Medicine, Law, and a recently 
installed Chair of Engineering; that was the only 
subject that practically touched industry in any 
way. Chemistry was taught as a branch of the 
Medical course, with a little side show for the law- 
yers in connection with Medical Jurisprudence. 
They had no course in modern languages. French 
and German were ignored or relegated to the public 
schools. Italian and Spanish were never thought 
about except in the ladies’ schools to teach to their 
music pupils. 

There has been a great change since then. I 
recollect the inaugural address of Principal Caird, 
one of the great principals of Glasgow University. 
He took the University as his theme, and defined 
it as a place, not where you “learn everything of 
something,” but where you should be able to learn 
“something of everything.” I think the modern 
idea of the university as a school where all subjects 
can be studied, all branches of art can be learned, 
and the subjects touch every walk of life, is one of 
the outstanding features of the present day. 


Business in its modern developments is making 
increasing demands on the resources of the execu- 
tive. In former times when business was simpler 
and easier than it is now, anyone could “run a busi- 
ness.” Today new problems have to be met. Busi- 
ness conditions are no longer what they were. Com- 
petition is keener. Owing to the improvements in 
transportation and the enormous increase in the con- 
suming power of the people at large, wider markets 
are being opened up. A manufacturer is no longer 
content to sell to those at his own door or in his 
own city and must seek more distant markets. 
There are new relationships developing between Cap- 
ital and Labor and a new spirit of co-operation be- 
tween the management and the worker is noticeable. 

Sir Robert Falconer will tell us something of 
what the University of Toronto is doing for the im- 
provement of the future executives. 
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EDUCATION AND PROGRESS 


By Sir Robert Falconer, K.C.M.G., D.Litt., LL.D., D.C.L. 
President of the University of Toronto 





MR. PRESIDENT: Will you allow me at the 
beginning to say how heartily I agree with Mr. 
Craig that it is most appropriate that you should 
meet within these halls, silent now of course, but 
soon to be resounding with many voices and many 
feet. I take it as an indication that what Mr. Craig 
has outlined is true, that in the University we are 
more and more endeavoring to reach out and make 
points of contact with all those organizations which 
may be stimulated by the fundamental ideas and 
methods that we pursue within the University. 

Will you allow me also to say that it seems to 
me a very appropriate proceeding that you have 
taken, in instituting an independent branch of your 
own, standing, as Mr. Jamieson has said, on your 
own feet, while at the same time you will be walking 
in friendly companionship with your neighbors who 
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in the past have assisted you so much. It is another 
indication of the attitude that we as Canadians are 
taking in providing for ourselves. We realize that 
there has been forming within us for the last hun- 
dred years and more, and more particularly since 
Confederation, a very definite sense of our own na- 
tionality; so that you may go from the far east to 
the far west, and you will discover, as I have often 
said, and as many of you know,—you all know I 
suppose,—that from one end to the other there is a 
spirit, an attitude, a conviction and a loyalty that 
are our strength and themselves make us as a 
people different from any other people, giving us an 
individuality of our own which today is easily recog- 
nizable. What you have done is another indication 
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of the fact that we intend as a people to stand on 
our own feet and realize our own individuality, while 
at the same time we are going in the fulness of our 
own freedom to live in the most friendly and kindly 
relations with our neighbors and others. 

You have asked me, Mr. Chairman, to say some- 
thing about the relation of the University to busi- 
1ess. Possibly I am leading up to that by giving 
you a very brief survey of the educational develop- 
ment, particularly of this Province, that naturally 
leads us to expect something more. 

I take it that nearly all here are from Ontario. 
Next year about this time it is our intention to cele- 
brate the Centennary of the founding of this Uni- 
versity. In the year 1827 the charter of this Uni- 
versity was granted by King George IV. That has 
been a very eventful century, and where we stand 
today,—of course it is a platitude to say, but one 
that it is well for us to remember,—is the outcome 
of the struggles and the history through which we 
have gone. In the records of this University is 
written the history of a great deal of the struggle of 
this Province especially, and to a certain extent even 
of the Dominion. 

When you look back to that time society was 
very much simpler than it is today. I am not going 
to refer to the outside world at all. Very much 
simpler indeed. At that time Toronto would be a 
place of a few thousand, Kingston perhaps a place 
of three thousand, Hamilton perhaps 2,500 or less, 
small places. Montreal of course was larger, I sup- 
pose Montreal ran to 25,000 or 30,000, Halifax was 
not as large as Montreal but it ran perhaps to 15,- 
000; it was relatively a much more important place 
then. At that time the country was largely occu- 
pied by people making a living for themselves on the 
clearings, and there were a few in these small towns. 
The country was in its pioneer stage. Industry was 
practically unknown. 

Shortly after that time first the canals and then 
the railways began to link up distances. Transport 
was in its infancy, roads—you may know what they 
were when you think of the detour which I am told 
exists at present on the Kingston Highway. There 
was very little intercourse. 

Education began, as far as there was any formal 
education, in providing for the classes that were in 
positions of privilege and lived in the centres of 
population. The Royal charter, the securing of 
which will be celebrated next year, was got at a time 
when Governor Simcoe had recommended to the 
Legislature that 500,000 acres of land be set aside 
for the endowment of a university and for district 
schools, high schools. He had recommended that in 


1792 before he left Canada. The Legislature got it 
passed in 1798, but it was not,carried into effect for 
some time; then when the charter came the land was 
divided into 250,000 acres to go ty the University 
and 250,000 to the schools. 
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Those schools were high schools, in which the 
better educated people could get education for their 
children. The idea both here and in Halifax, the 
two great centres, and also in Quebec, naturally was 
to attend to higher education first. The people 
through the country had very little indeed. For 
years the complaint was made that they were at the 
mercy of all sorts of travelling adventurers who 
would teach what they could and what they would, 
sometimes being charged with teaching sedition, 
men of no morals often, or very little. 

That went on for years. I think it was about 
1816 when the first move was made for common 
schooling. In 1831 the condition was still very bad. 
Lord Durham in his famous report of 1837 speaks 
of the common schools being at a very low ebb. It 
was not until about 1847 that a great change took 
place, when the real basis of our present system was 
laid in the principle of local areas being taxed to 
maintain their schools. That was done in all these 
Provinces with a great deal of opposition. It was a 
new idea, it came in very largely from the United 
States which was somewhat ahead of us in that. 


Then came the establishment of the Normal 
Schools to provide something like uniformity of 
teaching. The Normal Schools did a very great deal 
for the teaching of this Province. In Quebec, of 
course, there were the two sections, even then, I 
think, it was about 1850 when the basis of the pres- 
ent school system of Quebec was laid in which you 
have two school boards that work so harmoniously, 
the French schools providing for the French and 
English for the English. The Catholic Church, of 
course, up to that time had looked after their people 
in a way our churches in these English speaking 
provinces could not and did not. 

The growth was rapid. Lord Elgin speaks of 
the progress that had taken place. Railways were 
being built, transportation was improved, the forest 
was retreating, wealth was beginning to appear,— 
not wealth so much as comfort. Then came politi- 
cal development, and you are well acquainted with 
our political history. You know how our peo- 
ple at that time were absorbed in politics. We 
talk now on the eve of an election about the dis- 
turbing effect of politics on business, but in those 
days politics were the whole thing, the whole com- 
munity ranged one against another. I remember 
in my boyhood days hearing stories in the Lower 
Provinces of how they resorted not merely to words 
but to sticks as well; many a bandaged head was 
found after an election day (of course, that was 
chiefly among Highlanders, I think afterward they 
forgot it, perhaps their heads were thicker and they 
did not feel it). 

Well, we are coming on towards Confederation. 
The universities came into being; the oldest, King’s 
College, Nova Scotia, in 1790, Dalhousie in 1818, 
McGill in 1821. We came along in 1827 with teach- 
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ing, beginning June, 1843, teaching in McGill in Arts 
about the same time, Queen’s and Victoria perhaps 
a year before in 1841-42. 

What were those universities? As Mr. Craig 
said, they all had the same idea, preparing men— 
and men only,—for the ministry first, or for law or 
for teaching, a few for medicine. There was a great 
medical school at Montreal formed on the basis of 
Edinburgh. That is' now McGill Faculty of Medicine. 
That came into existence about 1828 I think. These 
universities, as I say, all had the idea of an Arts 
course as preparation for three or possibly four pro- 
fessions, and outside of them there was no profes- 
sion. 

A great many of those who came to the universi- 
ties were drawn from the farms. That has con- 
tinued to this day. Students were the sons of 
officials, of the professional classes and of the 
farmers, and there were not a great many of them. 
You would ke astonished to know how few there 
were. 

Then a change comes in Canada, a reflection of 
the change going on in the world at large, and in- 
stead of being almost entirely farmers and lumber- 
men we began to be industrialists as well. With 
the changing conditions and the beginning of our 
self-consciousness as a people with a national exist- 
ence, the old official class goes out and government 
comes into new hands, and there is a broadening out 
of the area from which those concerned in public 
affairs are drawn. All that is very obvious. In- 
dustry creates wealth, wealth means power, and 
industry forming nuclei in cities begins to bring into 
existence a new kind of power, and a new attitude 
towards government. New forces begin to play upon 
government, new problems arise. We have rapidly 
growing eastern cities, rapid development of trans- 
portation, rapid change in the complexity of life: 
the social order widening, its influence much en- 
larged. You know how the cities grew from villages 
into towns and town into cities, and how all over this 
Province, and Quebec, and to a lesser degree in the 
Maritime Provinces, and lately in the West we have 
now great centres of population. This city which 
in 1805 had about 47,500 people has over 600,000 
today. And I am told that one of the most dis- 
tinguishing characteristics of industry in this city 
is its variety, not the size so much as the diversity. 
That diversity of industries in our cities is not limi- 
ted to our own needs, but we are a part of the out- 
side world, and we have today investments coming 
to us from all over the world. When I came to 
Toronto twenty years ago the great north country 
was very little known. The railway certainly was 
built, Sudbury was there. Cobalt was beginning to 
be heard of, but the North country as we now know 
it was practically an unknown land to most people. 
When I first went to Winnipeg as a young man some 
28 years ago, Winnipeg was a small city of about 
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30,000 people, down at the heel, at the end of a becom. 
The total grain production of the Northwest in that 
year was 22,000,000 bushels of wheat, last year as 
you know it was something like 415,000,000, and this 
year we are hoping it will be up to 400,000,000 
again. 

What does all this rapid change mean? That 
wheat is going to the ends of the earth, our pros- 
perity depends upon the world at large, our local 
industries do not merely supply our local needs. 
Great businesses are springing up on all hands, 
banks with investments everywhere. The whole face 
of society has changed. As Canadians we are not 
only realizing ourselves, but we are realizing our- 
selves in the midst of a great world with which 
we have closest relations. And that great world has 
changed our course in the 19th century. 

Now a university that at the time of Confedera- 
tion was sufficiently well equipped, it may be, to meet 
the needs of a comparatively simple society, could 
never remain as it was and meet the new needs that 
have since arisen. So you discover that the uni- 
versity has everywhere changed in its quality and 
in its size. You are sometimes told by the papers 
that in Toronto we have spent extravagantly, that 
we have been spending vast amounts of money. 
When about twenty years ago we asked for $240,000 
that staggered the Government of the day, but when 
last June we asked for $1,500,000 we were doing 
something that was extraordinarily daring. But 
there is nothing really strange about it. There is 
nothing unique in Toronto in that regard. Far larger 
amounts of money were asked by the American 
universities. Their pro rata increase in that period 
has been if anything greater than ours. And if you 
go to Great Britain you will find the same demands; 
with the result that the British universities are at 
their wits’ end to know where the money is coming 
from to meet the changes that have come over the 
universities. It is nothing local, it is a phase of 
educational development. We have had to meet, and 
we are glad to meet, the new condition. It is a sign 
of life that we are changing. One of the changes 
is the necessity of adapting ourselves to meet not 
only the needs of an industrialized community, but 
a community with an extraordinary variety of in- 
terests outside the old professions. 

So when anyone comes to us and presents a 
proposition as to the possibility of a department 
being formed, we always consider with very great 
care before rejecting it. For instance, when the 
people told us that the Ceramic Industries needed to 
be cared for, although we are not a technical school 
to show people how to make bricks, we are a great 
school of industrial research, therefore we estab- 
lished a Department of Ceramics in order to provide 
engineers who are competent to develop the clay in- 
dustries of this Province. And so it is in every 
line. 
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I think what you will discover will be this, that 
whereas a few years ago our Faculty of Applied 
Science was a faculty of engineering almost entirely, 
before long we shall enlarge it. Engineering; civil 
engineering, then electrical engineering came on, 
Mechanical, mining, metallurgy, and in the last few 
years chemical engineering have made extraordinary 
development. If you. go to England, to Leeds or 
Manchester, you will find that in addition to engi- 
neering there is provided training for men, whom 
you do not call engineers but who are going into 
industry, for instance, the textile industries, a train- 
ing of three or four years parallel to that for engi- 
neers. That kind of thing is going to develop here 
as time goes on. 


Coming nearer to the old central Arts course we 
discover also that the range of application can be 
and is being very much widened in preparing men 
to go, not so much into the technical side of business 
as into, shall I call it, the theoretical side, at any 
rate the non-mechanical side—administration. Of 
course the engineers have made wonderful adminis- 
trators, admirable administrators, you find them at 
the head of many great affairs. But Business will 
be provided for on, shall I say, the semi-theoretical 
side, although that is not the right term. It will 
deal with banking, insurance, cost accountancy, and 
other subjects, providing for a class of men who are 
not to be in control of the actual administrative side 
so much as in checking up and bringing out the back- 
ground, the principles on which those work. 


In the United States in the last few years the 
trend of the arts men from the colleges into busi- 
ness has been very marked, and you will find in the 
old New England institutions like Amherst or Wil- 
liams or even Yale and Harvard, that it is the regu- 
lar thing for many on graduation to enter their 
father’s or some other business in New York or the 
larger cities. In the Yale Club or the Harvard Club 
in New York, or in the Chicago University Club you 
find graduates who are in the big businesses of the 
city. It is so in London. I suppose there is no 
greater Homeric scholar today in England than Wal- 
ter Leaf, well known as a translator of the Iliad, and 
I suppose there is no greater authority in banking 
today in London than Mr. Leaf. The new director of 
the Bank of England, a Canadian whom we know, 
Mr. Peacock, once taught in Upper Canada College 
and is a graduate of Queen’s University. He has 
made his way to the front in business, and that is 
going on very rapidly. 

And we have developed to meet that. There are 
two kinds of preparation for this kind of work. 
There is a general preparation which equips a man 
for tackling his problems. I am inclined to think 
that if a young man gets a thoroughly good training 
in an honors course, with perhaps a certain amount 
of the technical in it, but with more of the theoreti- 
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cal and the disciplinary, he will come out with such 
well trained powers that while at first he may be 
a little at sea he will soon be discovered to be a man 
of real capacity. He will be able to get down to his 
problems and understand them. That is a practical 
education. Practical education is not education that 
enables you to do tomorrow what you learn today; 
practical education is that which will carry you 
farthest in life. And I believe that a stiff course 
in the university will train the average mind in such 
a way that such powers are brought out that they 
keep growing longer than the powers of other people. 
After all, what is the difference between an educated 
and an uneducated man? I think it is briefly some- 
thing like this: the uneducated man jumps at con- 
clusions, he does not survey his field, he takes what 
seems to be the most obvious direction and off he 
goes. The educated man sits down and considers. 
He is put in a new environment; he says: “I have 
never been here before, I do not know just where I 
am, I wiil begin to think; there is a fact, there 
is another, and another, what do these facts mean? 
What is involved, what is behind it, what does it 
come from, what does this fact indicate, and this, 
what lies back of them?” Then be begins to order 
his facts, to co-ordinate them, to co-ordinate the 
elements that he discovers for himself by his own 
observation. His powers of observation have been 
developed and his powers of co-ordination, of ar- 
ranging things in proportion. Those powers ought 
to be developed by a thoroughly good hard Arts 
course. Turn that man loose and he will not lose 
himself for long. He will soon blaze a trail for him- 
self, he will not die in the forest. I think I can 
guarantee that for the average well-educated man. 

In fact that is what makes the educated nation 
have its own way in the world as against the multi- 
tudes, the uneducated nations. They understand 
better the things that they see. They know how to 
apply power that lies all around them. 

Then there is the more technical education, and 
we give that too. We have this Bachelor of Com- 
merce degree, alongside of the honors actuarial 
work. We find in this Commerce degree that there is, 
as we had hoped, the means of supplying what was 
then an emerging want and which is now becoming 
an obvious necessity, and our Commerce and Finance 
course today is larger than any other honors course 
in the Arts faculty. The young men are pressing 
into it. The indications are that it will soon far 
outstrip relatively several of the other courses com- 
bined. The idea is that with a certain amount of 
technical education more definitely directed towards 
business,—economics, higher mathematics, modern 
languages, economic geography, and history bearing 
upon the present world, with a core of difficult 
work, a course of that kind is preparing men for 
large business openings, and I was told this summer 
just before I left in June that the graduating class 
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of our Commerce course last year was practically 
provided for, so far as occupation is concerned. 

We expect that there will be a great deal of de- 
velopment. We hope that we shall be able to keep 
most of these students at home. I think it lies upon 
the community to co-operate with the university, as 
the university is endeavoring to meet the needs of 
the community. We are hoping that the large busi- 
nesses of the country will realize that it will be to 
their advantage in the long run to have well-trained 
graduates in their employ. So we have consulted a 
good many of the leading business men of the city, 
and find them in sympathy with our work, and 
through them openings have often been suggested 
for our graduates. 

For years the graduates of our Actuarial course 
have been drafted over to the United States, where 
you find that large companies, like the Equitable of 
New York and many others, have many of our most 
brilliant graduates on their staffs. 

That is not to say that higher education is a 
means of promoting emigration, it is not so. I want 
to correct any such impresison as that. The per- 
centage of graduates of Canadian universities who 
are now living in the United States, as far as I can 
gather, is not at the outside more than 10 per cent. 
In our own University I do not think it is more than 
8 percent. And many of those are in academic posi- 
tions in the United States. You cannot take any 
other walk in life and say, looking back over the 
past generations, that the emigration has been only 
10 per cent. It has been more than that in most 
cases. And a great many of those who have gone 
have been professional people who have come, some 
of them, for instance, to McGill from the United 
States in order to get professional training and edu- 
cation. In the new universities of the West there 
has been very little emigration of the educated class. 


I believe that the more we educate our own people 
for our own social needs and environment the more 
shall we keep them in our own country, but we do 
hope that our own people will endeavor to realize 
that they have a duty to seek to understand what is 
being done in order that more and more those who 
are educated in our midst may find the realization 
of what they had aimed at within their own borders. 





ADDRESS OF SIR HUGH POYNTER, BART. 
AM going to be frivolous, and to take you as far 
away from accounts and Toronto as possible. 
When I spoke to you before, I spoke of something I 
knew nothing about, namely, accounting. Tonight 
I am going to talk about something you know noth- 
ing about, so I have it all my own way. I am going 
to take you to Turkey for a short time. 
I had the privilege of being in Turkey in a Gov- 
ernment Department for about ten years. I came in 
close contact with a good many prominent men 
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there,—unfortunately the last of them was hung the 
other day. Turkey is my one subject, because I 
know something about it, but I will only talk ten 
minutes, and take one aspect of the Turks, a rather 
unexpected aspect. 

I think you all have a mental vision of a Turk 
as a rather fearsome looking gentleman in a fez and 
what the Scotch call slack breeks with a pair of 
scimitars, rather uncouth. You would not suspect 
the Turk of being essentially humorous. Well, they 
have developed a very high sense of humor, which 
runs almost in an Irish vein. I have seen on more 
than one occasion in the southwest corner of the 
Mail and Empire stories told of Irishmen which I 
heard originally in Turkey, and I almost venture 
to think the Oriental version the older of the two. 

There humor is hung mostly on one man who 
lived in the sixteenth century. His tomb is char- 
acteristic of the man, because there is a very elabor- 
ate gateway to it but no wall around it. He had a 
wife who, I am sorry to say, always got the better 
of him, however smart his wit was, so we will not 
speak much about her. One of the stories of him 
is that one night he woke up hearing a noise in the 
garden. Looking out he saw a white figure which 
he thought was a burglar, so he got his gun and shot 
him. His wife said, ‘““What are you doing?” He said, 
“T saw a burglar in the garden and shot him.” She 
said, “You fool, that is not a burglar, that is your 
shirt hanging on the line.” He threw up his hands in 
horror and said, “I thank thee, Allah, I was not in 
the shirt at the time.” 

Another time an acquaintance wanted to borrow 
his donkey. He did not want to lend the donkey, so 
he said the donkey was not at home. Unfortunately 
at that moment the donkey brayed. His friend said, 
“Then what is that I hear?” ‘Well,’ he said, “are 
you going to believe me with my grey beard rather 
than that ass?” 

On another occasion he was seen digging a hole 
in the ground and putting roof tiles in. Someone 
asked him, “What are you doing?” He said, “I am 
going to get married, and my friend tells me my wife 
will turn my house upside down, I want to be right 
side up when she does.” 

On another occasion he set out with a caravan 
of twenty camels, he was riding on the first and 
leading nineteen. Looking back he could only count 
nineteen, so he got down and walked along the line, 
counting twenty. So he remounted. Later on he 
looked back and counted again, only nineteen. So 
he got down again and counted twenty. He said, 
“T would rather walk and have twenty than ride and 
only have nineteen.” 

There is one I always like to tell when the clergy 
are present. This good man of course was a preach- 
er, and one Friday he went to church and didn’t 
feel like preaching so he said, ““My brethren, do you 
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know what I am going to preach about this day?’ 
They replied, “No.” He said, “Neither do I,” and he 
got down and went away. Next Friday he was still 
feeling a little off, so he said, “My brethren, do you 
know what I am going to preach about?” They 
wanted a sermon, so they said “Yes.” He said, “Then 
if you know there is no need for me to tell you.” The 
third Friday he felt the same way, his followers 
were determined to have a sermon, so when he asked 
them the same question, some said “Yes,” and some 
“No.” “Well,” he said, “Let those who know tell 
those who don’t.” I leave it to my friends to find 
out what he did the fourth time. 

On another occasion he bought two pounds of 
meat for dinner. When he went home there was no 
meat. He said to his wife, “Where is the meat?” She 
said, “The cat has eaten it.” He looked at the cat, 
picked it up and weighed it, it weighed two pounds. 
He said, “If this is the meat where is the cat, or if 
this is the cat where is the meat?” 

Then the Oriental loves to embody his wit and 
wisdom in proverbs. They cover every conceivable 
subject. Some are fit to tell in public, others are not. 
A few specimens are: 

Experience is like a valuable comb given us when 
our hair is all gone. 

Let him who tells the truth have a swift horse 
that he may ride and escape. 

Kiss the hand you cannot bite. 

Don’t cut your donkey’s tail in public, some will 
say it is too long, some that it is too short. 

For the sake of one rose, the gardener becomes 
the slave of a thousand thorns. 


Then I will give you one glimpse as to how 
people get rich in Turkey, especially government 
officials. Of course in the department I was in we 
saw to it that we were paid twelve months’ salary 
in the year, but in other departments if you got three 
you were lucky, and you had to make up the nine 
months’ deficiency from somewhere. It was usually 
by various forms of corruption. The situation was 
summed up in a story told me by my chief of a pro- 
vincial governor who came to Constantinople. An 
old friend came to see him one day, and leaving he 
said, “I do not know how you manage to do so well, 
in our province I cannot get much.” He said, “When 
you go back you will probably meet a caravan com- 
ing long the road.” As you know, they are always 
led by a donkey, and they have bells of different 
sizes. He said, “‘You listen to what the bells tell you.” 
There will be the little bell first which will say 
(Turkish, interpreted as) “I am taking, I am taking.” 
A little further along the bigger camels and heavier 
bells—“‘Whence am I taking?” Finally the small ones 
at the end saying—‘‘From here and from there.” 
Follow their advice and you will get rich like I did. 

THE CONSUL FOR CUBA, SENOR C. A. FERNANDEZ 
Y BARRANCO, was among the guests, and in his re- 
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marks following Sir Robert Falconer, he said, re- 


ferring to the relationship of his country and Can- 


ada, that Cuba owed a large measure of its pros- 
perity to one great Canadian whose pioneering 
spirit helped in the development of our island and 
whose memory is dear to every Cuban patriot, Sir 
William Van Horne. 

Also, I have authority to say that any member 
of the Canadian Society of Cost Accountants in 
Canada that goes to Cuba tomorrow will be very 
welcome to come to my office and I will see that he 
is the guest of my government at the best hotel at 
Havana, and he can come back and tell us if the 
Cuban people do not appreciate and love the people 
of this Dominion. 

I have a message from the President of Cuba to 
you, that when you go to Cuba, every Canadian and 
every Britisher, every man born under the great 
Union Jack, is always welcome to enjoy everything 
we have, there will never be the least cause of 
complaint by any of you in your treatment by the 
Cuban authorities. 





REV. STUART PARKER 
REV. STUART PARKER: Rev. Mr. Parker, in the 
course of his remarks, said: 

I can perhaps guess that among the reasons why 
your President honoured me by asking my presence 
here tonight was his inborn sense of the need for 
business and the church being associated. I am sure 
I am right in saying that he feels that there need 
be no separation between business and religion. A 
man can carry his religion into his business, and it 
may be that to some extent we should carry our 
business into our religious life as well. 


That has appealed to me very much because of 
the situation of my own church. We are downtown, 
King and Simcoe streets. We have been tempted 
on more than one occasion to strike our tent and 
move away where the people are. For some thirty 
years it has been said to us that our church was 
failing and that we were destined sooner or later to 
lose our members because their homes were more 
and more widely scattered. Well, we have not lost 
them and we have not lost our church yet. It re- 
mains flourishing as ever because always a new gen- 
eration is growing up. I am very glad to say that in 
the hearts of our people there is a feeling that they 
would be deserting a post if they left that business 
part of the city without any representative of re- 
ligion there. 

I am glad they have that feeling because, coming 
from the Old Land, where the old cathedrals are all 
in the heart of industrial, and some even of slum 
areas, it is natural to me to see a business area with 
its church nestling in the heart of it, a shrine to re- 
mind men that business is not everything, that unless 
there is in it the spirit that comes from religion 





a a a ee ae <a 














October, 1926 


alone, then it has no future that any man would care 
in his private thoughts to dwell on. 


I cannot say that I know very much about Ac- 
counting, or Cost Accounting either, indeed I was 
rather hazy as to what Cost Accounting might signi- 
fy specifically, but from what I have gathered I can 
at least say that I am very heartily in sympathy with 
it. Like a man I was told about not long ago, a 
prominent official in China who was threatened by 
bandits, they said if he didn’t pay something they 
would carry off his wife. He wrote back to the des- 
tination to which he was to send his reply saying, 
“T have no more to say than this, that I am heartily 
in sympathy with the movement.” 


If by Cost Accounting is meant the reducing of 
costs, I am heartily in sympathy with that move- 
ment. I would be in sympathy with Cost Accounting 
for more reasons than one, one because I belong to 
the cloth, and there is a notable passage in the Bible 
where it is laid down as a most excellent thing to 
count the cost before you go on at all, not even to 
take it after you are in. I would be very sympathetic 
with the movement too because of my race, because, 
like the President, I also am Scotch,—or at any rate 
I come from Glasgow. A man went to the booking 
office in Euston Station in London and said, “I want 
to go to Glasgow,” and the man in the office said, 
“You mean you have got to go to Glasgow.” But 
Seotch people are credited with laying stress upon 
Cost Accounting. They have a very sound commer- 
cial sense, second only to that of the Hebrews. Al- 
though they are second still the great exaltation of 
the Hebrews in that respect puts them very high. 


I was told the other day a story of a Jew who 
was trying to sell a lady a fur coat. It was a very 
beautiful skunk coat. I believe they are the last 
word in fur coats. The lady said, ‘Yes, it is a very 
beautiful coat, but, dear me, there is a distinct odor 
from it.” “Oh, no, madam, that is not the coat, that 
is Just me.” 


If I might say a word in conclusion it is just 
to harp back to what I said a moment ago, that I 
would be for a personal reason in favor of Cost Ac- 
counting, because in these hard times I am always 
looking forward to the coming of the day when a 
dollar will buy more for me as an individual than it 
does now, and you gentlemen are the poor man’s 
hope. I presume if you can cut down the cost of 
production, then other things being equal, and the 
hearts of your bosses shall I say not being hardened 
through the deceitfulness of riches, we poor buyers 
may get things a little cheaper. 





MR. BELANGER: At the close of this Convention 
I think it would be quite proper to draw certain 
conclusions. 


As I said, after hearing the paper of 
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Professor Michell, it is for us to choose our place in 
the business cycle. Our role is not exactly deter- 
mined for the present, but we have a certain part to 
fill in the economic life of our country, and I believe 
it is high time we should decide our place in the com- 
munity. I may say that for the last two or three years 
in Montreal we have been fortunate in interesting the 
universities in our work. I remember some twenty- 
nine years ago when I was coming out of school 
our professor was telling us: ‘‘Now, boys, be fair to 
your professors, do not believe as you go out of this 
college that you know it all. The only thing we have 
been trying to teach you, and we hope we have been 
successful, is how to learn. You have the rest of 
your life in which to learn.” 


In those days there were no schools of commerce. 
Since then education along business lines has de- 
veloped. Our sons will have more advantages than 
their fathers. I am interested in that. I have four 
boys. We may not see the end, perhaps we are 
pioneers, but we are working for the coming gen- 
erations and for our country. 


The main object of this Association is to study 
and make ourselves more useful. This Convention 
is a proof of its vitality. I sincerely hope that next 
year we will meet again, but in Montreal. Let me 
stress the good comradeship that I have noticed 
amongst all those taking part in this Convention. 
“Camaraderie,” I think, is a warmer and more ex- 
pressive term. The pursuit of knowledge brings 
people together, it knows no national boundaries, no 
difference of language. 





Every business has certain possibilities of profit 
which few busines executives realize, they fail to dis- 
cern the possible objective. If they could determine 
what is the objective that was possibly or probably 
attainable and in which direction it lay, then the 
natural course would be to seek business develop- 
ments along that line. 





“Efficiency means getting things done and that 
involves nearly always, not only the power of work- 
ing capably, but of working in concert with others. 
It ought to mean also the power to get others to 
work for you and most difficult of all to get them to 
work together for your object.” 





Cost Accountants can be of universal service in 
the Accident Prevention Problem, if they will cease- 
lessly reveal to the Executives of Corporations the 
direct and indirect Cost of Accidents. Not 1% of 
employers appreciate the expenses nor what would 
happen to the business if a really serious accident 
occurred. 
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‘Niskine and Gdime tar Pale’ 


Digest of address by 
SANFORD E. THOMPSON 


‘The Thompson & Lichtner Co., Inc., Boston 
(Delivered at 7'ledo, Management Week Meeting, Oct. 20, 1925) 


P erenars and research are the keys to manu- 

facturing success to-day. This applies to sell- 
ing as well as to production. The field in Sales 
Research and in methods of distribution has scarcely 
been scratched. 

The fundamental points in the inter-relation of 
selling and producing are as follows: 

First: While sales govern production, sales must 
be made to produce profit. 

Second: Production cost—and, therefore, gross 
profits—is dependent in large measure 
upon proper volume of sales. 

Third: Expense of selling and distribution may 
make the difference between profit and 
loss. 

Fourth: Sales methods, therefore, must be as 

scientific as production methods. 

The importance of these features is evident when 
one sees the woeful lack of appreciation of the needs 
for pushing the sale of most profitable products; ex- 
amining losses due to small orders; designing sales 
quotas to suit the product and territory; budgeting 
production to fit scientific forecast of sales. 

The type of demand for a product governs the 
policy of selling. The over-capacity of plants manu- 
facturing necessities is making for competition and 
low profits. Consequently, to absorb our surplus 
energy we must turn upside down the old theory 
that the making of luxuries is waste. The creation of 
more and more luxuries tends to benefit mankind 


by employing excess men and excess capital and 
increasing national wealth. 

The foremost business men of to-day are realiz- 
ing that the method of selling, to satisfy the demand 
for goods that the customer wants, must be aided 
by sales research—a scientific study of the past sales 
to govern the specific emphasis on future sales; for 
example: in a sales research being made for a client, 
we found that, of four similar commodities, one 
salesman sold twice as much of commodity No. 1 as 
of No. 2, another salesman sold twice as much No. 2 
as No. 1. another twice as much No. 3, and a fourth 
twice as much No. 4. In different states it was found 
that the relative quantities sold of different prod- 
ucts bore absolutely no relation to each other. Yet 
all the products were equally adapted to all sections. 
This is not a special case, but is common practice in 
almost all selling. 

With such data as a basis, properly used, the 
sale of the most profitable goods may be pushed and 
production methods may be adopted to reduce manu- 
facturing costs where need is greatest: 

During the war, our slogan was ‘Produce, 
Produce.” In the depression following, we cried: 
“Sell, Sell.”’ Now, and for several years to come the 
watchword must be: “Produce and Sell.” We must 
produce, however, what the people want, and at low 
cost of manufacture and distribution. 

The need of scientific research is evident. Its 
nurture and growth will be chief among the indus- 
trial developments of the next few years. 


By courtesy of the Society of Industrial Engineers. 


RESEARCH DEPARTMENT 


; Under the Direction of J. E. Carruthers. 


MEMBERS’ PROBLEMS 


Problem 1. 

A concern doing a good domestic trade, with 
satisfactory profits after all expenses of materials, 
labor and overhead are covered, is now opening up 
an Export branch. They propose to ship abroad the 
identical goods they are manufacturing for the home 
market. Certain items included in overhead, such 
as Rent, Taxes, Insurance on Machinery and Build- 
ings, and etc.. are already covered by their Home 


Trade. 









Would it be good Cost Accounting practice to 
charge against the new and additional export busi- 
ness merely the prime Cost of production plus any 
increased overhead and expenses incidental to the 
Export Trade alone, leaving the Domestic branch 
of the business to carry as heretofore the entire 
overhead in respect of Rent, Taxes, Insurance, etc.? 


Problem 2. 

“T am anxious to get in touch with a reliable 
modern book on Cost Accounting for the sheepskin 
leather business; one that will help me in Cost 
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Accounting from the tanning of the skins to the 
sorting out of the finished products in the shape of 
chamois washleathers.” 

Answer—‘“Problems in Cost Accounting,” by 
DeWitt Carl Eggleston. Pp. 36 to 38; 203 to 212, 
and 286 to 296. 

Also— 

“Problems in Industrial Accounting,” by Pro- 
fessor Sanders of Harvard University. Pp. 98; 108 
to 110 and 510 to 539. 

Contain useful hints. 
Editor. 


Other answers please.— 
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Problem 3. 

What is the best way to charge overhead in a 
department where process is confined to burnishing 
or polishing metal sheets? 

Sheets are all of the same gauge but are of steel, 
copper or brass. If weights per sheet are. the same 
superficial area varies. If superficial areas are the 
same weight of sheets varies. 


Would it be possible to charge overhead on this 
department on a poundage basis? Or what is the 
best way to apply overhead ? 





BOOK REVIEWS 


“APPLIED BUDGETING” 


By HENRY BRUERE AND ARTHUR LAZARUS 





Publishers, A. W. Shaw Co., Chicago. 
Price in Canada (duty prepaid), $8.25. 





Budgeting has become one of the leading features 
of Modern-day Management, and is one of the most 
valuable tools of successful administration. One 
great difficulty, however, is to determine exactly just 
where to begin. The authors of this book, “Applied 
Budgeting,” have very clearly shown the way. 

The ten fundamental principles of budgeting are 
specifically explained and the relation of budgeting 
and accounting is plainly set out. 

Definite instructions are given how to plan and 
install a budget and how to make its operation a 
success. 

The authors, Henry Bruére (third Vice-Presi- 
dent, Metropolitan Life Insurance Co.,) and Arthur 
Lazarus, M.A., C.P.A., F.C.W.A., are not satisfied 
with merely exposing the theories of Budgeting Con- 
trol. They show examples of successful budget 
methods in eleven typical industries, such as OIL 
COMPANIES — RAILROADS — BANKS— NEWSPAPERS— 
CONSTRUCTING AND CONTRACTING COMPANIES — 
METAL WORKS—DEPARTMENT STORES—CANNERIES 
—HOTELS—ICE CREAM MAKING—AND GARMENT 
MANUFACTURING. From this wide range budget 
methods for other types of Manufacturing Indus- 
tries can be drawn and a budget prepared to suit 
any and every individual business. Figures are given 
which show actual operating and selling expense 
ratios. From these typical budgets one can gather 
how sales quotas should be determined and what 
direction selling effort should take—how a correla- 
tion can be established between sales and the selling 
foree—how a budget can be best applied to seasonal 
trades—how purchase commitments can be planned 
ahead and cash requirements forecasted. These are 
all features whose correct determination makes for 


profits. In business we see much wasted effort and 


unnecessary expense which could be avoided if there 
had been a careful weighing beforehand of the ex- 
pected result, and a comparison between the antici- 
pated effect. 

This book is really a Manual of good budget 
practice thoroughly tested out, and offers a sound 
working knowledge of modern and approved budget- 
ing methods. 

It is quite easily the best book on the subject of 
budgeting we have seen for a long time and the high 
reputation of the Authors, both well known to all 
Cost Accountants, is a guarantee of good practice as 
well as of right theories. The book is well gotten up, 
with 133 Charts and Forms that illustrate the text 
and greatly enhance its value, making it a real hand 
book of information on this important subject. 

It can be obtained in Toronto from The T. Eaton 
Co. Ltd., McAinsh & Co. Ltd., and McKenna’s Book 
Store, and in Montreal at Foster, Brown Co. Ltd., or 
Chapman’s Book Store. 





DICTIONARY OF COSTING 
By R. J. H. RYALL, F.C.W.A. 





Published by Sir Isaac Pitman & Sons Ltd. 
Pages 377; $3.00. 





This volume is the first real attempt to deal 
with the vexed question of the TERMINOLOGY of Cost 
Accounting. It covers a wide field and offers not 
merely definitions of terms used, but contains also 
valuable formulae for the calculation of different 
rates. Amongst other subjects this Dictionary ex- 
plains in very complete form several different 
methods of remunerating labor, including some 
which are very little known either in Canada or the 
United States, each of which, however, has its 
merits. To the student of labor incentives this part 
of the book will prove valuable and interesting. 

Many of the terms explained will be unfamiliar 
to Cost Accountants here. In some cases the Eng- 
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Positions Auailahle 








A firm wih extensive manufacturing business 
desires the services of a first class Cost Accountant. 
One qualified to install and carry out an up-to-date 
system of costs. Apply Cost and Management No. 
101. 


Junior Cost Accountant required with some ex- 
perience in cost work. Must be competent to carry 
out system already in operation. Salary $40 a 
week to begin. Apply Cost and Management No. 
102. 








Positions Desired 





Accountant, 33 years of age, with over 12 years 
accounting experience in general office routine and 
in appraisal work seeks position. La Salle Exten- 
sion University student. Good reference from pre- 
vious employers. No. 251 Cost and Management. 


First Class Stenographer, highly recommended, 
seeks position. Able to take charge of office or secre- 
tarial work. 252 Cost and Management. 





BOOK REVIEWS—Continued 
lish terminology is to be preferred—in other cases 
custom has so established the use of certain expres- 
sions on this continent that it would be difficult to 
change them. 


Certain definitions such as Prime Cost, Direct 
Charges, are apparently used in England in a more 
logical way than in Canada or the United States, and 
the difference in the meaning attributed to them is 
suggestive. While not professing to be a manual 
of Cost Accounting, many important principles are 
indicated and the book should prove what its name 
implies, a useful Dictionary of Cost Accounting. As 
a pioneer work on the important branch of Cost Ac- 
counting, Terminology, it is interesting and will 
prove a valuable library book and work of reference. 





“It is not the lowest but the highest labor with 
Scientific Management and Machinery which gives 
cheapest products. Some of the most important 


staple articles made in Great Britain, Germany and 
America are produced cheapest in America with 
labor paid double.”—Andrew Carnegie. 
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LORENZO BELANGER, L.A. 
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JOHN CRAIG & CO. 

CONSULTING COST ACCOUNTANTS, 

95 KING STREET EAST, - TORONTO. | 
COST ACCOUNTING ON 

SCIENTIFIC PRINCIPLES 


New simplified method, inexpensive to operate. Reduces 


Costs and provides Management Control. 














THROUGHOUT Established 1869 | CANADA | 


_ RIDDELL, STEAD, GRAHAM & HUTCHISON 
H. T. JAMIESON 


Resident Partner 


CHARTERED ACCOUNTANTS 


ROYAL BANK BUILDING, ~— - TORONTO 


TELEPHONE ADELAIDE 3342 




















THIS SPACE 
FOR SALE 


PRICES ON APPLICATION 





























COST 





October, 1926 


AND MANAGEMENT 











Here's a 


as it is speedy ; 
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TORONTO 


Business SYSTEMS LIMITED 











THE IMPROVED AUTO ALIGNER REGISTER 


Quick Worker 


—that is as efficient, as accurate and as dependable 


—that makes work in the office, factory or store 
simpler, easier and less costly; 


—that issues multiple copies of forms at one writing— 
without any handling of carbon or any change of 


-that does clean, legible work—every copy as clear 
and distinct as the original writing ; 


—that increases efficiency and eliminates all waste 
motion and unnecessary work; 


—that saves valuable time and minimizes the possi- 
bility of mistakes; 


—that makes record-keeping easy, accurate and always 





- 52 SPADINA AVE., TORONTO 


DEVISERS AND MANUFACTURERS OF LABOR AND COST SAVING SYSTEMS 
LOOSE LEAF-—AUTO REGISTER-—CONTINUOUS TYPEWRITER, ETC. 
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“Cost avd Management” 


| ‘THE OFFICIAL JOURNAL OF THE CANADIAN 
| SOCIETY OF COST ACCOUNTANTS 





| OST and MANAGEMENT will contain a selection of the best 
| papers on Cost Accounting subjects given at the different 
| Chapter meetings as well as articles especially prepared for this journal. 


It will also put before its readers articles of interest appearing 
in other journals which otherwise they might not see and so will form 


| 
| a DIGEST of the BEST CURRENT LITERATURE IN COST 
| ACCOUNTING. 





“Cost amd Management” 


TORONTO, ONT. 


Please enter my name as a Subscriber to Cost and Management 


for one year commencing 
Name 


Address... 


Agent 


Subscription Rates, payable in advance. 
One year, $5.00. Postpaid to any address in the Postal Union. 
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| | Dominion Envelope & Cartons 
a Limited 


130-150 Duchess St.; 90-98 Ontario St. 





TORONTO 


Offices or Agents in all principal cities of Canada 





Largest Paper Converters in Canada 
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| Envelopes 


Folding Boxes 
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The Canadian Society of Cost Accountants 
INCORPORATED 1920 


The objects of the Canadian Society of Cost Accountants may be summarized as follows :— 
1. To promote the study and application of the SCIENCE OF COST ACCOUNTING. 


2. To develop and foster in Commerce and Industry a wider knowledge of Cost Accounting 
Methods and Principles. 


3. To provide an organization by means of which the members thereof may be enabled to 
increase their proficiency in all matters relating to Cost Accounting and other branches of 
Commercial and Industrial Administration and Management. 


4. To render available to its membership the best literature on subjects connected with Costs 
and Administration. 


5. To afford a medium for the Solution of Problems interesting to its Membership and for the 
development of Cost Accounting as a Science. 


6. To offer by means of open meetings a Forum for the discussion of problems and the inter- 
change of views. 


Membership is not restricted to any one class or profession, but includes Executives, Account- 
ants, Factory and Plant Managers, Industrial Engineers and others to whom the activities 
and scope of the Society have a direct appeal. 

The fee for membership in the Society is Twenty Dollars per year, payable in advance on the 
first day of March of each year or, at the option of the member, in two half-yearly instal- 
ments of equal amount, payable respectively on the first day of March and the first day of 
September of each year. 


The Canadian Society of Cost Accountants 
INCORPORATED 1920 


APPLICATION FOR MEMBERSHIP 


Name in full........... ee A ne ee 
Address in full. sheds seis scclagthceclats cen iaadieasiah ts cll Cacia tk nae Cea ee a 
Firm with whom engaged EN ate ITE OT eT TERIA ETE eat 








Firm’s address in full... el) NE Te NT EN eee Lr eer in en Tea Re ee OR ee ect 
Firm’s Business..................... pee ae LETT TE ent A Str pn SOE) BN cr Ae aay ae 
Position held... lea Ne Re RO Te sbusaniebaaiacemiaaaieatal ie ce oe 


Names and addresses of two references: 


If applicantis a  Meinber of any Accounting institute: or + Society incorporated under the authority 
of any Provisional Legislature, it will be sufficient to give the name and 
address of the Secretary of such Institute or Society.) 
To R. S. Smith, Hon. Secy., 77 Commissioner Street, Toronto. 
I hereby apply to be admitted a Member of The Canadian Society of Cost Accountants 
and undertake if admitted to observe all the By-laws and Regulations of the Society for the 
time being in force. 





a a Dollars, being my Membership fee 
to the end of the current half year, which is to be returned to me if this application is not 
accepted. year 


APPLICANT 





SIGNATURE OF 
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